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Editorial Comment 


Situated as Great Britain is in the midst 
Britain’s of hostilities and air invasion, it is instruc- 
Stock Markets tive to us in Canada to learn of the 

strength of the stock markets there after 
twelve months of war. According to the recent issues of 
The Accountant (London) values today are well above the 
levels ruling twelve months ago. The war, it points out, 
has naturally exerted material effect on market sentiment 
from time to time, but the tight control held over British 
finances and the unshakable confidence of the public in the 
future of the country have kept the markets free from 
pessimism. This is even more remarkable because of the 
substantial additions to taxation and the probability of 
heavier taxation burdens to come. A noticeable feature is 
the almost complete absence of liquidation—which applies 
to the more speculative as well as to the investment stocks. 
Holders of securities appear content to retain their hold- 
ings and to wait for any developments which may come 
during succeeding months. 

In its issues of late September, The Accountant makes 
the observation that air raids on a more extensive scale 
than previously experienced have entirely failed to under- 
mine that feeling of complete optimism in the country con- 
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cerning the outcome of the war. In fact values for British 
government securities were then standing at levels higher 
than at any time since July 1938. This confidence means 
that there has been no necessity of marking down prices 
although business in some areas has been somewhat re- 
duced owing to postal delays and other interruptions; but 
the country “is adapting itself to new conditions with a 
determined spirit to win through.” 


This feeling of confidence in the Old Land in 
Air Raid the limitations of the German “blitzkrieg” has 
Insurance found expression in a variety of directions, but 

a very real one is the announcement of Lloyds 
during the height of aerial attacks that the chances of re- 
ceiving a direct hit in an air raid have been estimated at 
a thousand to one against. Consequently a firm of Lloyds 
brokers has brought forward a “Thousand to One Air Raid 
Insurance Scheme” by which the payment of one shilling 
a month will provide insurance for one thousand shillings 
for the month “payable in the event of death, loss of sight, 
loss of two limbs, loss of one eye and one limb owing to 
air raid injury.” This rate of protection can of course 
be increased. The scheme is intended to be operated mainly 
in connection with factories and other places of employ- 
ment, but individuals throughout Britain (except members 
of the armed forces and auxiliary services) will be able to 
take advantage of it, and there are no limitations regarding 
the nature or place of employment of industrial employees. 
We understand that this announcement of Lloyds has at- 
tracted so great attention that insurance amounting to 
about £2 millions a day has been written. The fact that 
the insurances are mostly for small amounts spread over 
a large number of people in all parts of the British Isles 
and the further fact that the contracts are for a month 
only, afford ample margin to the insurers. 


When reflecting on the spirit of confidence 
A Fount of so evident in Great Britain, all of us will 
Confidence recall vividly those two outstanding ad- 

dresses of Prime Minister Churchill which 
he delivered in the House of Commons on 20th August and 
8th October. His utterances on those occasions will go 
down in history not only as masterpieces of literature but 
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also as the expressions of a great and determined people 
who are, in his words, “the most united of all the nations 
because we entered the war upon the national will and with 
our eyes open, and because we have been nurtured in free- 
dom and individual responsibility and are the products, not 
of totalitarian uniformity but of tolerance and variety.” 
Neither by material damage nor by slaughter, Mr. Churchill 
has stated, will the people of the British Empire be turned 
from their solemn, inexorable purpose of preserving a free 
Empire and bringing liberty to the European nations now 
under the heel of the Nazi barbarians. “Long dark months 
of trial and tribulation lie before us,” were the closing 
words of his address on 8th October; “death and sorrow 
will be our companions on the journey, hardship our gar- 
ment, constancy and valour our only shield. We must be 
re-united, we must be undaunted, we must be inflexible; our 
qualities and needs must burn and glow through the gloom 
of Europe until they become veritable beacons of its salva- 
tion.” 


According to an announcement of the 
Pulp and Paper Newsprint Association of Canada, the 
and the War newsprint industry has two main war 

jobs—to raise foreign exchange and to 
maintain a free press. But added to this is a third job 
created by the primary pulp industry, and that is the sup- 
plying of pulp for the manufacture of various war products 
here in Canada and abroad. 

There is always a tendency, as The Financial Post has 
pointed out, to forget to consider the pulp and paper in- 
dustry as a war one just because its actual product is not 
fired at the enemy. Its place in Canada’s war activities 
cannot be too highly considered. Not only is it giving Can- 
ada two hundred million dollars worth of United States 
money each year, but it is also supplying our own plants 
with the raw material for the manufacture of strong tires 
and for all the rayon products so immensely important in 
our chemical war industries and is, in addition, supplying 
Britain with these materials which have become necessary 
since the loss of Norway and Sweden as import markets of 
Great Britain. 

The United States have always been the greatest pro- 
ducer of pulp but that country has nevertheless imported 
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annually from Canada over a million cords of pulp wood. 
Canada, on the other hand, has for some time been leading 
the world by a wide margin in the production of newsprint, 
and comparative tables provided by The Financial Post for 
the first six months of 1939 and 1940 show an increase in 
Canada’s exports of newsprint to the United States in 1940 
of almost 200,000 tons and an increase in Canada’s exports 
to overseas countries of almost 100,000 tons. This, it must 
be noted, is only for newsprint and the figures would not 
include exports from the pulp industry. 

The newsprint industry must always be ranked in the 
forefront of Canadian enterprises, and in peace or war is 
a large factor in the economic stability of our country. 
During the depression period the industry suffered severely. 
It has gradually recuperated and now with increased ex- 
port and home markets it is operating at 70-80% full ca- 
pacity. It is also instructive to learn that much research 
is being done, particularly at McGill University in the Pulp 
and Paper Research Institute, to increase the utility of the 
products in connection with war activity. 

The price rate has been set at $50 a ton for New York 
delivery for the past year or so. The fact that this rate 
is to be in effect until March 1941 has a stabilizing effect 
on all the companies since they can plan on a secure finan- 
cial basis for wartime operation and can make provision 
for possible increased operating costs. It is encouraging, 
also, to note, in the report of the United States National 
Defence Commission recently made to President Roosevelt, 
that there need be no fear of inflation of price or shortage 
of product and that the entire situation of the pulp and 
paper industry in the United States was well under control. 

The monthly news letter of The Canadian Bank of Com- 
merce for September points out that “Whatever the con- 
ditions affecting it after the war, the Canadian pulp and 
paper industry will have to its credit a record of strength 
and adaptability, as well as of good service to this country 
and to others who turned here when their European sup- 
plies were cut off. The industry, too, will have gained in 
experience, technique and financial resources, and thus will 
have strengthened its competitive position so that when 
normal trade conditions return it may be able to retain a 
substantial part of the new business acquired in the past 


year.” 
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A rather interesting sidelight on war industries 
Jute in appears in the August issue of The Chartered 
W artime Accountant in Australia where reference is made 

to jute and the manufacture of sandbags in 
Great Britain. According to reports, the mills in Dundee 
alone have turned out 150,000,000 bags since the war began 
and there is an ever-growing demand for this product. The 
raw jute from which these bags are made comes mainly 
from India, but large factories have grown up in India itself 
for their manufacture. The extent of the activity there 
can be judged from the fact that the last order placed 
by Great Britain with the Calcutta mills was for 712,000,000 
bags. 

Jute from India has, of course, many war time uses. It 
is reported that millions of yards of a lighter hessian cloth, 
from which sandbags are made, have also been made and 
dyed in Dundee and used as camouflage cloth for aerodromes 
at home and overseas, and it is expected that millions of 
yards more will be required as the seasons change the 
colours of the countryside. Dundee, incidentally, had a do- 
mestic sideline in hessian when the children were evacuated 
from British cities about a year ago, and a London factory 
set to work day and night producing thousands of jute 
satchels, which were sold at one shilling each to hold the 
one-night supplies with which the children were sent off to 
their billets in the country. 


Since the outbreak of war fourteen 
Chartered Accountants months ago, the various Societies 
and National Service of Accountants throughout the 

English-speaking world have con- 
sidered their position in relation to their duties during war 
time. In a leading editorial written a few weeks after the 
outbreak of hostilities, The Accountant, the mouthpiece of 
the Institute of Chartered Accountants in England and 
Wales, referred to the great loyalty of all its members and 
emphasized the importance of the profession in the war 
economy, not only in the industries now on a war basis but 
also in its service to the government by expediting the 
preparation of returns for the Inland Revenue authorities. 
The issues of our own publication during the past year have 
from time to time furnished information on some of the 
responsible posts which members of the profession in Can- 
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ada have been called upon by the government to fill. The 
two branches of national service which to date have prob- 
ably made the greatest demands on the profession in Can- 
ada are the Foreign Exchange Control Board and the Pay 
and Accounting Division of the Royal Canadian Air Force. 

The importance of the contribution which the Dominion 
government now acknowledges chartered accountants can 
make in numerous directions during the present war had 
already been recognized by the government in Great Britain 
during the Great War of twenty-five years ago. It is be- 
cause of the important place assumed by members of the 
profession in Great Britain in relation to the government 
there, during the past quarter century and at present, that 
we make the following observation in the earnest hope that 
the Dominion government will make it possible for our pro- 
fession to contribute in still greater measure toward light- 
ening the ever-increasing load of one of its departments 
in particular—the Income Tax Division of the Department 
of National Revenue. 


Everybody acknowledges the importance, 
Assisting during an emergency such as the world 
Tax Collections faces at present, of the prompt collection 

of taxes for the national exchequer. It is 
in this direction that the government, if it wishes, can re- 
ceive tremendous assistance from the members of the pro- 
fession in the regular performance of their duties. For 
instance, in Great Britain the tax inspector does not have 
the legal right to examine the books of the taxpayer but 
he may request statements of profit and loss and other in- 
formation prepared by the auditor. The fact that a pro- 
fessional accountant has examined the accounts and 
statements of the taxpayer carries much weight with the 
income tax authorities there. In fact so great is the trust 
placed in the members of our profession in Great Britain 
that their audited statements are accepted as the basis upon 
which negotiation between the department and the taxpayer 
takes place. And we understand that there are few appeals 
since the inspectors are well trained men who follow closely 
the policy of arriving at an equitable figure. A similar con- 
tribution towards prompt assessment and collection of taxes 
is available to the government in Canada. Our profession 
here can be depended upon to contribute in a measure com- 
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parable to the performances of public accountants in the 
Old Land. 

In this connection it is gratifying to note that the estab- 
lishment of boards of referees for the more prompt assess- 
ment and collection of Dominion income tax has found 
expression in The Excess Profits Tax Act, 1940. Section 13 
of that Act makes provision for such a board to advise and 
aid the Minister of National Revenue in exercising the 
powers conferred upon him under the Act. Readers will 
also have noted the announcement in our October issue of 
the appointment by order in council of the Dominion gov- 
ernment on 27th August last of the War Contracts Depre- 
ciation Board. This is a body that has had placed upon it 
very important duties and responsibilities in connection with 
the determination of depreciation in respect of war con- 
tracts. Both these boards should help materially to speed 
up the assessment and collection of Dominion income taxes 
during these days of national emergency. 


Just two weeks before the death this 
Autobiography of year of our beloved Governor General 
Lord Tweedsmuir Lord Tweedsmuir, a copy of the com- 

plete manuscript of his autobiography 
Memory Hold-the-Door reached the publishers in Toronto 
(The Musson Book Co.). Our readers are already familiar 
with some of John Buchan’s captivating novels and stories. 
Here is the story of a son of a poor minister in Scotland 
who worked his way to the top and won the esteem of three 
continents by his love of service and his own capabilities. 
The simplicity and charm of presentation of the events in 
the career of this prince among men will hold the reader 
to the last chapter. As the publishers have aptly put it, 
here is the romance of one “exemplifying the best in Eng- 
lish life, by the remarkable union in one man of high-mind- 
edness, gallantry, warmth, modesty and good humour.” 
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AUTOMOBILE DEALERSHIP ACCOUNTS 
AND CONTROL 


By John P. Redpath, Chartered Accountant, 
Montreal 


_— TYPE of dealership discussed in this article is one 
operating a parts and accessories department, a repair 
shop, a garage for storage and a service station. A com- 
pany operating a number of branches must have consider- 
able detail in its reports; some of the detail mentioned in 
this article can therefore be omitted to suit the individual 
case. 

Because of the seasonal nature of its business a dealer- 
ship cannot afford an expensive accounting department, 
so the accounting system must be as simple as possible. 
It is customary to divide the business into departments for 
purposes of accounting control; namely, new car depart- 
ment, used car department, parts department, accessories 
department, customers repair shop, service station and 
storage department. Each department should make a 
profit after all charges, with the exception of the used car 
department which should maintain, repair and sell the used 
cars cheaper than this work could be performed by outside 
contractors. A good situation in a dealership is one in 
which the garage and its services carry all the overhead, 
leaving the dealer as profit any profits realizing on his car 
trading. It is an anomaly that for every new car sold the 
dealer must sell at least two used cars to earn a profit. 
Since the profit on the new car trade is not earned until 
the used cars are all disposed of it is good practice to set 
up large reserves against the used car inventory. 

Financing 

As the volume of business is subject to very large 
fluctuations and the rate of turnover is not rapid, the prob- 
lem of financing is acute at certain periods of the year. 
The dealer may do all his own financing, collecting of time 
payment instalments, sometimes discounting notes, and 
floating loans with the bank; or he may deal with the fin- 
ance companies, financing his new car stock by wholesale 
notes and his time payment sales by retail contracts dis- 
counted. 

Wholesale Notes—The finance company makes a loan to 
a dealer on his new car stock when it arrives from the 
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factory, or later, on security of lien notes signed for each 
car or group of cars, These notes mention the serial num- 
bers and models and are usually for a term of three months 
but may be renewed until the car is sold. The interest is 
either deducted in advance, or calculated at the end of 
each month. 

Retail Notes—A large number of customers trade their 
old cars which often have unpaid balances against them. 
The dealer must pay such balances in order to acquire title 
and include them in the retail contract for the amount due 
to him on the sale. The retail contract specifies that the 
title to the car sold shall remain with the vendor until the 
purchase price plus interest and insurance shall be paid. 
The dealer often endorses the contract and discounts it with 
a finance company receiving the amount of the contract less 
charges. The finance company is responsible for the col- 
lection effort and for repossessing the car if necessary. If 
the company is dubious of the customer’s credit it may 
refuse to discount the contract or it may hold back a por- 
tion or all of the amount of the contract. If the finance 
company’s experience is good on the contracts discounted, 
it will give the dealer a bonus or participation at the end 
of the year—participation revenue. The amounts due from 
the finance company for contracts submitted to it are 
shown on the dealer’s balance sheet as “notes receivable, 
finance company,” or “notes receivable, finance company 
deferred” for holdbacks. 

Repossessions—If the customer dishonours his note or 
any part of it the finance company will repossess the car 
and deliver it at the dealer’s premises. The dealer must 
make good the unpaid balance and collect from the cus- 
tomer, if he can, or sell the car and try to collect his ex- 
penses of resale and the net balance due. 

The chances of collecting this balance from the customer 
are very slight and it is not set up in the books, The car 
will be entered on a debit sales report and taken into stock 
at market value less estimated selling expenses and repairs 
or, if the unpaid balance is less than this net amount, it 
will be taken into stock at the lower amount. If the cost 
of reconditioning and selling the car subsequently proves 
to be greater than the amount originally estimated, the 
excess will be charged to used car cost of sales. 
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Department Records and Operation 

Before discussing the accounts as a whole, it would be 
well to break down the accounting necessary for each de- 
partment into detailed transactions. 

New Car Department—As each carload of cars arrives 
for delivery to the dealer he must pay cash to the factory on 
delivery of the bill of lading. He may pay it in full or 
make a down payment and finance the balance with a whole- 
sale note. The laid-down cost is charged to stock on a 
separate stock sheet for each car together with a notation 
of the wholesale advance. 

The expenses of selling the new cars now begin. Dem- 
onstration costs involve a particularly heavy outlay. It 
is a factory policy that each dealership shall purchase 
several new cars for its salesmen to use as demonstrators 
to prospects, and their running expenses, repairs and de- 
preciation are a charge to demonstration expenses of new 
cars. Next in importance is warehousing. Dealers must 
accept delivery as soon as the selling of new models starts, 
which is about October, and the cars need storage from the 
date of arrival until they are sold. Other charges of 
carrying the stock are interest on the wholesale advances 
and fire and theft insurance. Then there are the salaries 
and commissions to salesmen and delivery expense, the cost 
of tuning up, filling the tank with gasoline, greasing and 
delivering the car to the customer. After the sale is made 
the dealer must bear the expense of inspecting and greas- 
ing the car for the first few thousand miles. He must also 
decide whether or not to allow warranty repairs to cars 
which have proved defective during the guarantee period. 
If the factory will not allow the claim for defective parts 
and labour, the dealer will either charge the claim back 
to the customer or assume it and charge policy adjustment. 

As soon as the new car is sold the salesman will make 
out a purchase order to be signed in duplicate by the cus- 
tomer and to be approved by the sales manager, a delivery 
order for the shop foreman, and a sales report which serves 
as a sale record and is filed away in a binder in alphabetical 
order. The accounting department receives the settlement, 
makes out a receipt for any cash, enters the sales report 
on the car sales summary, records the removal of the new 
car from stock, enters the used car into stock, and discounts 
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any contract with the finance company, which will send a 
cheque for the amount of the contract less charges. 

Used Car Department—This department must provide 
for the storage, overhaul and maintenance of used cars. In 
dealerships handling any large volume of used cars it is 
necessary to have a special repair department in charge of a 
foreman who is responsible for the overhaul, repair and 
maintenance of used cars. As each car is brought in by a 
customer desirous of trading, the salesman will have the 
car examined by the used car foreman who will mark on an 
appraisal slip the necessary repairs and estimated cost of 
making them. The sales manager will then examine the 
car and complete the appraisal form and an offer will be 
made to the customer of the amount, if any, which the 
firm is willing to allow on the car. When the car is taken 
in trade the sales manager makes out the necessary repair 
orders and authorizes a stipulated sum to be spent on over- 
haul. It is necessary that strict control be kept of the re- 
pairs on used cars to prevent excessive labour charges and 
that the cars be put in good condition for resale as soon as 
possible, All repairs to used cars except ordinary main- 
tenance are charged to the inventory and entered on the 
stock record. It would seem to be more conservative to 
charge these repairs at cost, but some firms charge them at 
retail and set up a reserve for unearned profit. 

The method of accounting for sales of used cars is the 
same as that for new cars, and the expenses such as dem- 
onstration, commissions, etc., are segregated. 

Parts and Accessories—Parts and accessories are kept 
in a stockroom accessible both to customers and to the 
repair shop. Stock can only be delivered on presentation 
of two copies of a repair shop order on which the stock 
clerk enters the details and prices of the stock delivered. 
If the sale is for cash it is punched on the cash register, 
but if it is charged the customer must sign copies of the 
sales slip. 

For cost purposes the retail business is recorded sep- 
arately from the wholesale business. Costs are calculated 
by taking standard percentages of the sales each month 
and adjustments are made when the inventories are taken 
at intervals throughout the year. The cash is balanced 
daily and the cash and register tape are delivered to the 
accounting department. 
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Service Station—All gasoline sales, oil sales, washing 
and greasing pass through this department. If the volume 
of business is large it should have a separate cash register, 
following the same procedure as outlined above. Credit 
sales are made only to approved customers on signature of 
the duplicate sales slips. The meters on the pumps should 
be read daily and any shortages in receipts charged to the 
service station attendants. A physical inventory of the 
gasoline stock and the oil stock should be taken each month 
for cost purposes. If there is a large shortage other than 
from normal evaporation and shrinkage either the tank is 
leaking or the meters are incorrect. 

Customers’ Repair Shop—This department is one of the 
most important in a dealership and should, therefore, be 
subject to close control. As each car comes in the service 
manager will examine it and give an estimate of the cost 
of necessary repairs, and the customer will sign a repair 
order in triplicate. If extensive repairs are to be made 
it will be necessary to obtain the customer’: approval at a 
later time. At the time the order is taken the service 
manager should discover whether the work is to be paid 
for on delivery or to be charged and will then stamp the 
order “cash” or “charge.” All orders to be charged must 
be approved and initialled by the accountant. The car is 
then delivered to mechanics who punch time cards for the 
time spent and these cards are used to determine wages 
payable. Some jobs are determined on a piece work basis 
and others on a time basis, but in both cases the appropriate 
details are entered on the time cards. When the job is 
completed the shop copy of the repair order is signed by 
the mechanics and, together with the time cards, is handed 
to the assistant foreman who enters the details of labour 
on all copies of the repair order, prices the labour and 
makes the additions. The service manager then examines 
the repair order, inspects the job and initials his approval. 

The completed repair orders are then sent to the stock- 
room ready for the customer to call for them. It is import- 
ant that the customer should not have access to the car 
until he has paid for the work or signed a release slip ac- 
cepting liability for the work. All repair orders are num- 
bered; the office copies are filed in numerical order and 
all numbers must be accounted for. 

Tools and equipment are a necessary part of the repair 
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shop and it is important that a perpetual inventory of them 
be kept. Each tool should be stamped with a number and 
brand and monthly reports of lost and broken tools made 
by the foreman. 

Books of Account 

It will now be possible to discuss how the books of 
account are affected by the transactions outlined above. 

Receipt Books—Because of the many items of cash and 
cheques received daily it is preferable to have bound and 
numbered receipt books. One receipt book will be for the 
company’s own cash and another for receipts on account of 
finance company contracts on which the finance company’s 
collector will initial each receipt for amounts delivered to 
him. The details of the company’s own receipts are entered 
from the receipt book to the cash book. 

Cash Sales—The daily totals of cash register tapes for 
service station, stockroom and repair shop are analyzed and 
recapitulated separately ; at the end of the month the totals 
are transferred to the miscellaneous sales recapitulation. 
The totals of the cash sales from the car sales summary 
and the miscellaneous sales recapitulation are debited to 
cash sales in the general ledger and should equal the credit 
posted from the cash sales column in the cash book. 

Accounts Receivable—The accounting department re- 
ceives each day the previous day’s charges in the form of 
numbered slips in duplicate for repair orders, stockroom 
sales and service station sales. One copy of the charges 
and credits will be filed to be attached to the customer’s 
statement and the other copy will be placed in numerical 
order in a separate binder for each department, the amounts 
being entered on the customer’s statement. Other charges 
and credits are put through on numbered journal vouchers 
signed by the proper authority, and charges for licences 
and unpaid car balances are posted from the car sales sum- 
mary. Because of the volume of transactions the duplicate 
copies of the statement serve as the customers’ ledger, the 
balance being carried forward from month to month and 
old sheets being filed away in a separate file for each cus- 
tomer. The totals of the sales to each customer are dis- 
tributed on the copy of his statement and posted to the 
miscellaneous sales recapitulation. 

Cash and Purchase Journal—This is a book used for the 
purpose of convenience and simplicity in accounting, the 
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following entries being made therein: cash receipts, cash 
deposits, weekly totals of petty cash disbursements, cheques 
issued, journal vouchers and purchase invoices. 

Car Sales Summary—This summary is made up by 
entering each day the individual sales reports, and makes 
it possible to see at a glance the progress of sales and any 
irregular deals. 

Car Inventory Control—The inventory of cars should 
be checked each month with the stock records. No car 
should be junked without the approval of at least two re- 
sponsible officers of the company. The management will 
have to watch the length of time each used car has been in 
the inventory and reduce the price if necessary. It is good 
practice to adjust the inventory each month to the lower of 
cost or market. In addition it is customary to have a re- 
serve of at least twenty per cent of the value of used cars 
to provide for selling expenses and possible losses on re- 
possessions. 

Statements—A sample balance sheet is shown on page 
303. Several of the items need a little explanation. The 
accounts receivable collections account is the total of in- 
active accounts which are being pressed by lawyers or the 
company’s collection department. The reason for splitting 
the building accounts is that premises are very often leased ; 
if removal should be made to other premises, the building 
improvements would need to be written off. Customers’ 
deposits represent the value of cash and cars delivered to 
the dealership in part payment of orders for future delivery. 

A form of the profit and loss statement is also shown 
here, and it will be noted that it is divided into two sections 
—the trading statement and the expense statement. In 
addition a departmental expense statement may be made 
up. It is easy to apportion some expenses such as commis- 
sions, interest, delivery expenses, salaries, inspection, 
policy adjustment, etc.; others can be apportioned on a 
percentage of sales basis. 

The main features of a successful automobile dealership 
are an aggressive sales force, an efficient service depart- 
ment, conservative appraisals on trade-ins, prompt turn- 
over of inventories, control of credits, control of purchases, 
control of overhaul expenses on used cars, a close check on 
salesmen to prevent bad sales and too much demonstration 
expense, and also rigid control of expenses. 
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Expense Schedule 





Month of 
June 


Last Year | This Year 





Variable Expenses 


Commissions new cars 
Commissions used cars 
Delivery expense new cars 
Delivery expense used cars 
Policy adjustment 
Demonstration new cars 
Demonstration used cars 
Warehousing 

Cash discount allowed 


Total 


Semi-Fixed Expenses—Salaries 


Salaries management 
Salaries shop 

Salaries clerical 
Salaries service station 
Salaries stockroom 
Salaries storage 
Salaries janitor 
Salaries collectors 


Total 


Semi-Fixed Expenses—Other 


Company car expense 
Stationery 

Supplies shop 

Supplies service station 
Supplies stockroom 
Supplies storage 
Supplies janitor 
Collection expense 
Advertising 

Travel and entertainment 
Legal and audit 
Freight, express, etc. 
Telephone and telegraph 
Postage 

Interest 

Miscellaneous 


Total 


Fixed Expenses 


Rent 

Depreciation buildings 
Taxes buildings 
Insurance buildings 
ene buildings 


eat 
Light and power 
Taxes other 
Insurance other 
Depreciation other 
Maintenance of equipment 
Provision for bad debts 


Total 





Total expenses 
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Year to Date 

(30th June) 
NSP 
Last Year This Year 
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ONTARIO CORPORATIONS TAX 


By Philip T. Clark, Chartered Accountant, 
Toronto, Ontario 
Editor’s Note—This is the concluding portion of an informative 
article on The Corporations Tax Act of Ontario and its operation. 
Mr. Clark is the Assistant Controller of Revenue for the Province of 


Ontario and is in charge of the administration of The Corporations 
Taz Act of that Province. 


(Continued from October Issue) 


Companies Operating Also Outside Province 

Having determined the amount of the taxable capital 
in the case of any company the next problem is to determine 
the portion of such taxable capital that is to be deemed to 
be used outside Ontario and the resultant further reduc- 
tion of the tax on capital. Inasmuch as the portion referred 
to is applicable to both taxable capital and taxable net in- 
come, the discussion of this matter follows under “Alloca- 
tion of Taxes.” 

Place of Business Tax 

Every company having a paid-up capital of $100,000 or 
more is subject to a tax of $50 for each office or place of 
business which it operates in Ontario. If the company 
has a paid-up capital of less than $100,000, the tax is levied 
at 1/20 of 1% of such capital for each office or place of 
business, subject to a minimum combined tax on paid-up 
capital and places of business of $20. 

There are certain companies such as banks, railways 
and insurance companies, which are exempt from the place 
of business tax and there are certain others, such as those 
incorporated for religious, charitable, philanthropic, social 
or educational purposes or which are organized and oper- 
ated on a co-operative basis, which have special reduced 
place of business taxes. For example, any of these which 
have a paid-up capital of less than $20,000 pay a tax of 
$5.00 and no more—being entirely exempt from the taxes 
on capital and net income. 

The definition of a place of business in the Act is a 
very broad one and necessarily so, because companies have 
so many different ways of carrying on business. The defi- 
nition follows: 

(a) The head office of an incorporated company except where 
such office not being the only office of such company, is maintained 
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merely as a nominal head office, provided that the incorporated 
company transacts no business at such nominal head office; 

(b) The executive office of an incorporated company; 

(c) A building or part of a building or any property where 
an incorporated company carries on any of its operations; 

(d) A building, office, room or location where an incorporated 
company invites patronage either through its name being placed 
in public view on the property, or through a listing of its name 
in a telephone or other directory giving its address at a certain 
location, or through an advertisement in the press giving the 
naine of the incorporated company and its address at a certain 
location; 

(e) The office or room of any company, firm, broker, agent 
or other person acting as the representative or agent of or in 
any other capacity for an incorporated company; 

(f) A permanent sample depot, where a representative of an 
incorporated company may display examples of its products which 
are for sale; 

(g) A depot where a representative of an incorporated com- 
pany may buy materials for the use of such company; and 

(h) A depot for the distribution of goods. 


There are certain companies which have no designated 
place of business in Ontario, but if they hold assets in the 
province they are subject to a flat tax of $50.00 besides 
whatever taxes on capital and net income to which they 
may be subject. 

Income Tax 

The last basis on which tax is imposed is net income, 
the rate being 5%. The definition of income in the On- 
tario Act is identical with that of the Dominion Jncome War 
Tax Act. It includes everything that could possibly be con- 
sidered income except capital gains. 

Deductions — The same companies which are exempt 
from taxes on capital and places of business are also exempt 
from taxes on net income. The income defined in the Act 
is subject to certain exemptions and deductions and the 
balance is the taxable net income. The deductions may 
be summarized as follows: 

(1) Depreciation: Depreciation is allowed at various 
percentages on the cost of capital assets depending on the 
estimated life of each class. For example, brick buildings 
are allowed to be depreciated at 214% whereas ordinary 
machinery is allowed at 10%. 

(2) Depletion: Every producing mine is allowed a 
special deduction of 3314°% of the operating profit of the 
mine. This allowance recognizes that part of the income 
of every mine must be considered as a return of capital 
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because the mine is a wasting asset which cannot be 
replaced. 

(3) Interest on borrowed capital. 

(4) Charitable donations. 

(5) Lump sum payments for an employee’s superannua- 
tion or pension fund or plan. This covers the case where 
a company pays out a large sum with respect to past ser- 
vices of employees. The company is not allowed the whole 
of the payments as a charge against one year’s income, but 
must spread it over the following ten years. 


Exemptions—There are, besides the above deductions, 
certain exemptions provided: 

(1) Income in the form of dividends received by a com- 
pany from any other company to the extent that such 
dividends have been paid from net income which has been 
the subject of tax under the income tax section of this 
Act. For example, if any company receives a dividend from 
its investment in the shares of another company that does 
business only in the Province of Ontario and whose profits 
therefore are completely taxed under this Act, such dividend 
is not to be included as part of the net income of the com- 
pany receiving it. If, however, such dividend were received 
from a company which does only 50% of its business in 
the Province of Ontario, then only 50% of its profits have 
been taxed in Ontario and in consequence the company re- 
ceiving it would be taxed on 50% of the dividend. 

(2) A company which transacts business in Ontario but 
whose head office is situated outside the Province of On- 
tario is not required to pay any tax on any income derived 
as interest on bonds, and obligations of other companies, 
and of government, municipal, and school corporations and 
as dividends from other companies. This is for the reason 
that it is presumed that a company whose head office is 
outside the Province of Ontario will have to pay income tax 
in the province where its head office is situated on 100% 
of this interest and these dividends. 

These cover all of the exemptions and deductions allowed 
from income. The Act goes on, however, to point out cer- 
tain items that will not be allowed and in so doing indicates 
others which, though not specifically set out above, are in 
fact deductible. The Act provides that in computing the 
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amount of income to be assessed a deduction shall not be 
allowed in respect of the following: 

(1) Any disbursement or expense not wholly, exclusive- 
ly and necessarily laid out or expended for the purpose of 
earning income. This is the broadest description of items 
of expenditure which are not to be admitted as an expense 
to earn income subject to tax. For example, in an earlier 
section of this article a distinction was drawn between in- 
tangible goodwill and tangible patents, or rather between 
tangible and intangible patents. If a patent is of tangible 
value, such value may be determined and the life of such 
patent may also be determined. The use of the patent 
makes it possible for the company to manufacture articles 
which, during the life of the patent, no one else may manu- 
facture, and therefore it is ruled that the actual tangible 
cost of the patent is an expense which is necessarily laid 
out or expended for the purpose of earning income. The 
whole cost, however, cannot be taken in the year in which 
it is expended. If the patent has ten years to run, only 
10% of the cost may be taken against each year’s income 
because only 10% of the cost is necessarily laid out or ex- 
pended for the purpose of earning that particular year’s 
income. 

(2) Any outlay, loss or replacement of capital or any 
payment on account of capital or any depreciation, deple- 
tion or obsolescence, except as otherwise provided in the 
Act. As already stated, depreciation and depletion are al- 
lowed to a definite extent. If a company claims a greater 
percentage than that allowed, the difference between the 
percentage allowed and that claimed must be disallowed in 
accordance with this clause. 

(3) The annual value of property, real or personal, except 
rent actually paid for the use of such property, used in 
connection with the business of an incorporated company 
to earn income. This refers to the case of a company which, 
for example, obtains a lease on some property at a certain 
rental, and considers that the mere possession of this lease 
is of greater value to the company than the amount 
of rent which it calls for. The company sets up in its 
records an arbitrary capital value for such lease offsetting 
the debit entry by a credit to capital surplus or other ac- 
count. When a company does this it is usual for it to write 
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off this capital value over the term of years that the lease 
has to run. It is this write-off which is disallowed by this 
clause. 

(4) Amounts transferred or credited to a reserve, con- 
tingent account, or sinking fund, except such an amount 
for bad debts as the Provincial Treasurer may allow and 
except as otherwise provided in this Act. Very often com- 
panies think it probable that assets which they have on 
hand today may not realize the value at which they are car- 
ried and in order to present to their shareholders a con- 
servative balance sheet they set up a contingent reserve 
against such assets. This kind of a reserve is never al- 
lowed because the company in setting it up anticipates 
losses which have not yet occurred. If the loss that was 
anticipated is later actually incurred and the loss is not of 
a capital nature, such loss will be allowed in the year in 
which it occurs. As already pointed out, any reserve for 
bad debts up to a certain percentage of the accounts receiv- 
able is one kind of a reserve which although contingent is 
still allowed to be provided out of income, the reason being 
that it is recognized that no company can possibly know 
whether on a certain date all of its accounts receivable are 
good or bad. On the basis of past experience, however, a 
company knows that every year it has to write off as bad 
a certain percentage of its accounts receivable and on this 
basis it is practically certain that this percentage of its 
accounts receivable on the balance sheet date are at that 
time actually bad, although not yet written off. 

(5) and (6) Carrying charges of property the income 
from which is exempt from tax. 

(7) Charges which are made by a foreign parent com- 
pany for management fees or services of various kinds 
against its Canadian subsidiary at an amount which is con- 
sidered by the Treasurer to be excessive. The Treasurer 
has power under this clause to allow such portion of such 
charges as he may deem proper. 

(8) Interest payable on income bonds or income deben- 
tures. These are bonds and debentures which are usually 
issued to shareholders of a company in consideration of the 
company being relieved of its liability to pay preferred 
cumulative dividends in arrears. Such interest is in reality 
another form of dividend, which, as the reader knows, rep- 
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resents the distribution amongst the shareholders of the 
income which has already been the subject of tax. 

(9) Tax paid on account of net income to the Dominion 
of Canada or to any other jurisdiction including Ontario. 
It is often questioned why this disallowance is made, but 
it will be seen that if there are two taxing authorities, each 
of which has an Income Tax Act and each of which allows 
the income tax paid to the other as a charge against income, 
neither jurisdiction would be able to state which income tax 
should be deducted first. Actually, income taxes are divi- 
dends from income paid to governments before the share- 
holders of a company have any right to the undistributed 
profits, and it is usual in taxing statutes to calculate the tax 
on the income before the deduction of any income tax paid 
to any taxing authority. 

(10) The portion of any salary, bonus, commission, di- 
rector’s fee or other charge which in the opinion of the 
Treasurer of Ontario is in excess of what is reasonable 
for the services performed. There are cases where no ser- 
vices are performed and yet large salaries are paid, and it 
is to meet situations of this kind that such a provision is 
made. 

All allowable and disallowable deductions have now been 
dealt with and when it is known what should be allowed 
and what disallowed, the taxable net income of the company 
can be determined. 

Allocation of Taxes 

Having determined the taxable capital and taxable net 
income of a company the next problem is to allocate such 
taxable capital and taxable net income where the company 
transacts business in other provinces and countries as well 
as in the Province of Ontario. The Corporations Tax Act 
of Ontario recognizes a distinction between companies the 
head offices of which are in Ontario and those with head 
offices in some other province or country. If the head 
office of a company is in the province of Ontario it is con- 
sidered that its capital arises in Ontario at its head office 
and that portion which is invested elsewhere than in Ontario 
earns income in other provinces and countries and such in- 
come flows back again to the head office of the company in 
Ontario. Because most provinces and countries have tax- 
ing statutes which apply against Ontario companies which 
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transact business in those provinces or countries, it is recog- 
nized in the Ontario Act that where an Ontario company 
has to pay taxes on either capital or net income to any such 
province or country, the amount of such taxes shall be de- 
ductible from the taxes which would otherwise be payable 
under the Ontario Act up to a certain maximum amount. 
This maximum amount is determined by ascertaining what 
proportion the business which a company does in another 
province bears to its total business. This proportion is 
multiplied by the taxable capital and by the taxable net 
income, and the result is extended at 1/20 of 1% and at 
5% respectively, these being the respective rates of tax im- 
posed by the Ontario Act on taxable capital and taxable net 
income. The resultant figures are the maximum deduc- 
tions which a company can obtain from the taxes on capital 
and net income which they would otherwise be required 
to pay under the Ontario Act. If a company has to pay a 
greater amount of capital or income tax to another province 
than the maximum amount permitted by the above calcula- 
tion, only this maximum amount is allowed as a deduction. 
If, on the other hand, the company is required to pay a 
lesser amount than the maximum allowance, only the lesser 
amount, or, in other words, the amount actually paid is 
allowed as a deduction. Where a company with head office 
outside the Province of Ontario transacts business in On- 
tario, it is not required to state the amount of the taxes 
which it has paid to other jurisdictions. The tax which is 
required to be paid on capital and net income to the Prov- 
ince of Ontario is calculated in these cases on the proportion 
of such capital and such net income which the business of 
the company obtained in Ontario bears to the total business 
of the company. 

For the purpose of determining the amount of business 
which a company transacts in a certain jurisdiction, there 
are various methods set out in the Act, depending on the 
nature of the company’s undertaking. The usual mercan- 
tile company has its capital and net income allocated on 
the basis of gross sales, that is, the proportion which the 
gross sales made to or the gross revenue received from 
customers residing in the province concerned bear to the 
total gross sales or gross revenue received from all sources. 
There are certain companies, however, such as grain eleva- 
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tors and mining corporations and others which merely hold 
fixed assets; these have their capital and net income allo- 
cated on the basis of the location of their assets. Airplane 
companies, bus and truck transportation companies have 
their capital and net income allocated on the basis of the 
number of miles travelled by the buses, trucks or aircraft 
during the year. The capital and net income of companies 
which operate ships are allocated on a combination of the 
tonnage of the ships which touch at a port within the prov- 
ince involved and the number of times that such ships touch 
at such ports. 


Filing of Returns 


The balance of the Act deals with its administration 
and enforcement. Companies are required to estimate their 
own taxes and to pay them with the filing of the return 
four months following the close of the company’s fiscal 
year. The tax which is imposed is stated by the Act to be a 
tax for the company’s fiscal year and to become due on the 
last day of the fiscal year for which it is imposed. There 
are various provisions which make it possible for the 
Treasurer of Ontario or his representative to investigate the 
returns made by companies and to make an assessment. 
When the notice of assessment is forwarded to a company 
the company is given one month in which to pay any addi- 
tional tax which is found to be payable over that which the 
company estimated it should pay. 

All these provisions are practically identical with cor- 
responding provisions in the Dominion Income War Taz Act. 
There are also provisions which are identical with the Do- 
minion Act respecting the appeal which may be made by a 
company against an assessment which has been made by 
the Treasurer, and these are clearly set out in the Act. 
The Corporations Tax Act contains various means whereby 
the Treasurer of Ontario may collect a tax which was not 
paid when due. He may take action in the courts and obtain 
a judgment against the company. He may send a warrant 
of execution to the sheriff of any district in which any 
property of the company is located, which warrant will 
instruct the sheriff to seize such property and to sell it for 
the amount of the tax and interest and also the sheriff’s 
costs in making a seizure and sale. The Treasurer may also 
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make an investigation of a company’s records to ascertain 
who owes the company money and may demand the payment 
of the company’s tax by such debtor or debtors. Of course, 
when a debtor pays a company’s tax, his liability to the 
company is extinguished to the extent of the amount of 
tax which he has thus paid for the company. 


REPORT OF THE MAGAZINE AND PUBLICATIONS 
COMMITTEE* 


The President and Council, 
The Dominion Association of Chartered Accountants. 


Gentlemen: 

Your Committee on Magazine and Publications has 
pleasure in presenting the following report for the year 
ended 3lst May 1940. 

THE CANADIAN CHARTERED ACCOUNTANT, the official pub- 
lication of our profession in Canada, continues to grow in 
popularity and circulation. The total circulation at 31st 
May was 4060 as compared with 3808 at the same date a 
year ago. , 

From time to time inquiries are received as to whether 
or not subscription is confined to members of the profession. 
Your Committee would like members and subscribers, when 
an opportunity presents itself, to impress upon any who 
can profit from regular reading of our Magazine the fact 
that subscription is open to everybody. 

To encourage general subscriptions your Committee has 
been inserting a monthly announcement in “The Financial 
Times” (Montreal) and “The Financial Post” (Toronto) of 
the features in the current issues of the Magazine. We want 
to express our appreciation of the action of the “Journal 
of Accountancy” (New York) in listing in its column of 
current literature the articles on accounting published in 
THE CANADIAN CHARTERED ACCOUNTANT because a number of 
requests have come from members of the profession in the 
United States for copies of particular issues. 





*This report of Mr. Saunders’ Committee was presented at the 
annual meeting of the Dominion Association held in Montreal on 
5th September and, at his request, is published in The Canadian 
Chartered Accountant. 
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Your Committee has been continuing the policy of furn- 
ishing to newspapers throughout Canada articles and mem- 
oranda of interest from current issues of THe CANADIAN 
CHARTERED ACCOUNTANT and it is gratifying to know that a 
considerable number of these have been reproduced in the 
public press, 

Since the interests of our members extend beyond the 
subject of accounting, your Committee has endeavoured to 
include in every month’s issue one or more articles on such 
financial and economic subjects as are of interest and bene- 
fit to accountants. In this connection we refer particularly 
to the series of eight thought-provoking articles by Profes- 
sor McQueen of the University of Manitoba on current 
topics. During the year forty-five articles were devoted 
to subjects under the following headings: 


Accounting and auditing .............. 15 
Accountants and the law .............. 2 
Financial and industrial ............... 3 
a chekiedia a. a! ahikania gl ke Maik a atk l 14 
POU rk Sons a Nass BEST RS 4 
I 6 oo Ne ana Sailpia ac eyt bis quidt 7 

45 


Fourteen of these articles were written by members of the 
Provincial Institutes as follows: 


SY IID sks waved daSaw ade ewnn's 2 
UATE TIIOERE Hecate tes eacanern Los 1 
NOMEN cfs eas ro ecg ean ant Matai hod ss on 10 
RE ee ere ergs Saree re me 7 

14 


Credit is also due to the New Brunswick Institute for 
its assistance to the government of that Province in the 
preparation of “Financial Administration and a System of 
Accounting for Municipalities” which was published by that 
government and reproduced in THE CANADIAN CHARTERED 
ACCOUNTANT. 

The subject of taxation is an important one with ac- 
countants, and your Committee has endeavoured to keep 
readers up to date by publishing as soon as they are avail- 
able the full text of the amendments of the Income War Tax 
Act and The Excess Profits Tax Act and the summaries of 
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the amendments of provincial tax acts affecting corpora- 
tions and individuals. Summaries of all judgments of the 
Exchequer Court and of the Supreme Court of Canada 
respecting the Income War Taz Act have also been published. 

There must be numerous members of the profession 
throughout the Dominion and elsewhere who are pursuing 
studies in specialized fields of accounting. The results of 
such studies if published would be extremely helpful to the 
profession as a whole. The Committee, then, desires to 
express to the Institute of Chartered Accountants of Al- 
berta appreciation of the interest shown by that Institute 
in encouraging its members to contribute articles to THE 
CANADIAN CHARTERED ACCOUNTANT. We have been informed 
that at its last annual meeting the Alberta Institute offered 
for the coming year the sum of $25.00 to any of its members 
who will prepare an article of not less than 1500 words 
which is accepted for publication in the Magazine. 

The thanks of the Committee is also extended to our 
Editor, Mr. A. H. Carr, M.A., for his untiring efforts on 
behalf of the profession; to Professor Smails for his capable 
direction of the Students’ Department; to all others who 
contributed to the pages of THE CANADIAN CHARTERED AC- 
COUNTANT; to our representatives in all’ the provinces; to 
those who prepared critical reviews of new books, and to 
the group of members who compiled the series of articles 
on Stock Brokers’ Accounts. 

It is gratifying to note that the instructive matter pub- 
lished in the Terminology Department during the past two 
or more years has now been reprinted in loose-leaf form for 


members’ binders. 
W. J. SAUNDERS, 
Chairman. 


Toronto, 
29th June 1940. 
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ACCOUNTANTS AND THE LAW OF NEGLIGENCE 


By W. Summerfield and F. B. Reynolds 
London, England 


Editor’s Note—This series of articles on a subject of wide interest 
to accountants, written by W. Summerfield, M.A., B.C.L., LL.B., and 
F. B. Reynolds, A.C.I.B.—authorities in the fields of law and insurance 
respectively—and appearing in The Accountant (London), is published 
with the kind permission of the Editor of that magazine. 


(Continued from August issue) 


Work-In-Progress 


A most important case illustrating the duty of the 
auditor in dealing with the value of work-in-progress (as 
well as with a number of other aspects of our subject), 
which curiously enough seems to be referred to compara- 
tively rarely, is Re Westminster Road Construction & Engineer- 
ing Co., Ltd. [1931] (1932 Accountant Law Reports 31). 


The case took the form of a misfeasance summons 
brought by the liquidator of the company against its di- 
rectors, its manager and secretary, and its auditor. 

The capital of the company was about £820, and its 
actual profit (as subsequently ascertained by the Court) 
about £297 for the year ended 31st March, 1928; in the 
balance sheet which was impugned by this summons, how- 
ever, the profit was shown as £3,458, which it was alleged 
was arrived at by understating the liabilities and overstat- 
ing the value of the work-in-progress. After a fifteen days’ 
hearing the Court held the auditor liable to reimburse the 
liquidator the moneys which had wrongly been paid away 
(which included dividend and commission on profit), to- 
gether with interest and costs; the other respondents were 
dismissed from the suit with costs against the liquidator, 
whilst the liquidator was left to recoup himself in respect 
of such costs out of the assets of the company—which, in 
fact, were likely to show a deficiency; the successful re- 
spondents were found to have acted bona fide and honestly 
in paying dividends and other sums upon the faith of a 
balance sheet which had been certified by the auditor, a 
chartered accountant. 

The penalty of negligence in this case was thus a heavy 
one. It is to be observed: (a) that the penalty would seem 
disproportionately heavy when the comparatively small 
audit fees earned from a small company are borne in mind, 
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and (b) the actual work had been done not by the principal 
of the firm of accountants, but by a young, newly-qualified 
chartered accountant. The whole burden of preparing the 
balance sheet and the profit and loss account, remarked Mr. 
Justice Bennett, had fallen upon the shoulders of this young 
clerk “without any supervision and with but very little 
assistance,” and whilst his principal was held to have acted 
honestly it was right that he should be saddled with the 
liability in law for the negligence of his servant. 


Accountant’s Dual Role—A further noteworthy observa- 
tion (c) which emerges from this case is that although it 
is a not uncommon practice, especially in the case of small 
companies, for an auditor to act as accountant also, the 
practice is, in fact, unwise, as it proved in this case, too. 
For an auditor is better protected, and, so also, are his 
clients, when the accounts to be audited have first been 
prepared by another, independent, person. At any rate, 
where a person assumes the dual function of accountant 
and auditor he should bear in mind the increased risk and 
the increased necessity, accordingly, for watchfulness 
against negligence. 

Limited Protection—Again, (d) although the principle 
in the Kingston Cotton Mill case may be invoked to protect 
an auditor who has relied upon certificates or statements 
furnished to him by responsible and trusted servants he 
remains open to criticism unless he can show that he reason- 
ably relied upon such informants. In other words, it is 
not open to him to neglect to apply such checks to their 
statements as may be available, and, it must be remem- 
bered, the modern development of accountancy technique 
makes increasingly available a variety of efficient checks. 
Costing systems, for example, can be so scientifically applied 
as to afford a reliable means of estimating the value of 
goods in process of manufacture and of services in course 
of being rendered. This is not to minimize the inherent 
difficulties in assessing such items for balance sheet pur- 
poses arising from the problems of determining the approp- 
riate share of overheads to be allocated to them, and from 
their lack of static features which might enable them to be 
easily “quantified” or definitely ascertained from precise 
records. 


Additional Checking — It was contended against the 
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auditor in Re Westminster Road Construction & Engineering 
Co., Ltd. that the (apparent) large profit on a small capital 
ought to have aroused sufficient suspicion to put him upon 
further and more careful inquiry. The same argument 
might, however, be applied to directors and managerial 
officers. How far, at any rate, was the auditor under a 
duty to check the figures given to him of work-in-progress? 

The expert evidence tendered on behalf of the liquidator 
was to the effect that this company had a costing book, 
which, however, was valueless as a “system.” But there 
was available other material whereby a careful auditor 
might have verified the figures given to him, for example, 
diary sheets. 

The manager and secretary of the company stated that 
he had pointed out to the auditor that the invoice prices 
included all the cost of reinstatements; in his view, the 
auditor ought to have referred to the copy invoices; and, 
he added, the figures furnished by him in the schedule of 
work-in-progress were intended to be irrespective of lia- 
bilities to sub-contractors. 

Technical Details—The auditor explained that amongst 
his difficulties was the fact that when he sought to obtain 
from the manager the working figures upon which he might 
apply his check to the valuation he was informed that they 
would be unintelligible to him as they were so highly tech- 
nical, and he agreed that he lacked the technical knowledge 
which would be necessary to test such details. [A similar 
difficulty arises in connection with stock-in-trade, as we 
noted previously under that heading.] But, he admitted, 
he had not called for a list of liabilities; it would not, how- 
ever, in his view materially have helped him when he was 
unable to verify the work-in-progress. 

Unrecorded Liabilities—In the course of his judgment, 
Mr. Justice Bennett said that the duty of the auditor with 
regard to ascertaining unrecorded liabilities must depend 
upon the special facts of each particular case, and “must 
be determined by the nature of the business carried on and 
the practice of the persons or bodies with whom the com- 
pany did business of sending in their invoices.” It would 
become his duty to make specific inquiries as to the exist- 
ence of such liabilities if he found that the company in 
the course of its business was incurring liabilities of a 
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particular kind, and that some of such liabilities must have 
been incurred during the accountancy period which was 
under audit but that sufficient time had not yet elapsed 
for the creditors to have sent in their invoices in accordance 
with their normal course of dealing. No experienced auditor 
would have failed to ascertain the existence of the liabilities 
which had been omitted from the balance sheet in this case. 
The auditor ought to have made specific inquiries regarding 
liabilities for reinstatement work which had been incurred 
prior to 3lst March, and, if he had done so, he would no 
doubt have received accurate information regarding them; 
he appeared not to have appreciated that such liabilities 
must react on profits even though they had not been entered 
in the books prior to that date; he ought, further, to have 
satisfied himself that nothing done after that date had been 
included in the work valued as in progress on that date. 
Liability to Third Parties 

We referred under the sub-heading “Negligence” to the 
possibility of third parties claiming damages against an 
accountant for negligence. How far are such claims ad- 
missible in English law? 

American Precedent—Ultramares Corporation v. Touche, 
Niven & Co. [1930] is a case of outstanding importance in 
this connection. It was considered at great length by the 
Court of Appeals of the State of New York, and its value 
lies in the exhaustive review of the principle by Chief 
Justice Cardozo (who referred to a number of decisions in 
our own Courts); for that learned Judge was one of the 
most renowned of all jurists in modern times, and the 
principles expounded by him are, in the main, equally ap- 
plicable under our own law. 


“Public” Accountant—The defendants were a firm of 
public accountants, that is to say “public only in the sense 
that their services are offered to anyone who chooses to 
employ them;” and “this is far from saying that those who 
do not employ them are in the same position as those who 
do.” The defendants in this case were employed by Fred 
Stern & Co., Inc., to prepare and certify a balance sheet 
which, as the defendants knew, would be exhibited by their 
clients (the company) to persons dealing with, and granting 
credit to, the company; in fact, the defendants supplied 
thirty-two copies of the balance sheet certified as counter- 
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part originals. The persons to whom such copies would be 
shown were not specified, nor did the defendants know that 
a copy would be shown to the plaintiffs. 


Certificate Shown to Third Party—The plaintiffs, upon 
the faith of that certificate (dated 26th February, 1924), 
granted loans to the company to finance their dealings in 
rubber. The certificate showed that as at 3lst December, 
1923, the “net worth” of the company was $1,070,715.26. 
In reality the company was insolvent; the books had been 
falsified by those in charge of them, in that they had in- 
cluded fictitious accounts receivable and other assets. On 
2nd January, 1925 the company was declared insolvent, and 
the plaintiffs had suffered losses totalling $187,576.32, which 
sum was the amount claimed by them from the defendants 
in this action (launched in November 1926) ; they alleged 
that the accountants were liable to them through misrepre- 
sentations which were (a) negligent, and (b) fraudulent. 

In the view of the learned Chief Justice, expressed after 
a detailed review of the circumstances and mode in which 
the frauds were effected by the employees of the company 
and not detected by their auditors, the defendants might 
be said to have been negligent, and would be liable in law, 
provided that it could be shown that they “owed a duty to 
the plaintiff to act with the same care that would have 
been due under a contract of employment.” (Compare 
paragraph “Auditor’s Duties Defined” under sub-heading 
“Negligence.”) But, he was careful to add: “No doubt 
the extent to which inquiry must be pressed beyond appear- 
ances is a question of judgment, as to which opinions will 
often differ. No doubt the wisdom that is born after the 
event will engender suspicion and distrust when old ac- 
quaintance and good repute may have silenced doubt at the 
beginning.” 

Nature and Extent of Duty—What, then, (a) was the 
nature of the duty owed by the defendants, and (b) to 
whom was it owed? 


They owed a duty to their employer—the company. They 
were under a legal duty to make their certificate without 
fraud, and without negligence. As to the latter it arose 
from their contract of retainer; whatever their responsi- 
bilities as auditors might be towards their clients, were 
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they also under a liability “in an indeterminate amount for 
an indeterminate time as to an indeterminate class?” 

Every person is clearly under a duty to avoid fraudulent 
conduct towards every other person; but is he also under a 
like duty to avoid negligent conduct? Admittedly, the latter 
may occasion damage to others as great as any occasioned 
by the former. But, upon general principles, the negligence 
of an auditor can involve him in liability only towards his 
client; for such negligence comprises a breach of his con- 
tractual duty, and he is, by very definition, under no con- 
tractual duty towards third parties who are not “privy to” 
the contract under which he is retained to-act as auditor. 

Negligence is distinct from fraud, although gross negli- 
gence may be indicative of “fraud” as the term is defined 
in law. But that which is “indicative” may, after proper 
investigation, be found not to lead to a conclusive proof. It 
may raise suspicion; it may constitute “evidence going to 
show ;” but such evidence is not proof. 

The certificate furnished by the auditors in this case to 
the company was made primarily for use by the company 
and only in a secondary or collateral sense for the use of 
persons dealing with the company. The legal consequences 
at common law—common, in the main, in this respect both 
to American and to our law—which flow from the furnish- 
ing of a certificate which is false and upon which the third 
parties act to their detriment will be reviewed later. (See 
“Certificates and Third Parties,” post.) That auditors 
should be liable to compensate their clients if the latter 
suffer loss through reliance upon their false certificate made 
negligently is reasonable, since they are retained and re- 
munerated for the making of a true certificate diligently ; 
incidentally, auditors are in a position to estimate, at any 
rate within limits, the risk which they are undertaking 
when they act upon a retainer, since they have knowledge of 
the nature and extent of their clients’ business. But it can 
hardly be reasonable that they should be held liable to 
compensate strangers, the nature and extent of whose busi- 
ness is unknown to them, and who have not retained them 
to act with diligence (or at all), and who have not under- 
taken to remunerate them in any way in consideration of 
diligent service to be rendered. 

Area of Duty Limited—The practice of accountancy 
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would be rendered too hazardous if the risk of negligence 
were to be held to extend towards “the whole world.” This 
aspect of the problem may be even more clearly discerned 
if we consider the nature of the responsibility assumed by 
the accountant when he accepts the instructions of his client 
to investigate the affairs of a third party. Thus, A., an 
accountant, is instructed by C., a client, to investigate the 
business of T., a third party, and to prepare a report thereon 
for C., so that C. may be in a position to decide whether or 
not he should invest money with or grant credit or a loan 
to T. A.’s report may be equivalent to a certificate or it 
may specifically comprise or include a balance sheet of T.’s 
business as drawn ad hoc by A., or as certified ad hoc by A. 
(for A. may approve and adopt a balance sheet previously 
prepared by T.’s own auditor or he may prepare his own 
form). A.’s balance sheet is negligently prepared, and as 
a result C. invests money in T.’s business or makes a loan 
to it or grants credit which he would not otherwise have 
done, and thereby suffers losses; it is reasonable that in 
such circumstances C. should look to A. to recoup his losses. 
But suppose A.’s certificate (or report) has been shown by 
C. to D., E. and F., or has come to the knowledge of D., E. 
and F. by some means not intended by A. and unknown to 
A., and each of those “third parties” has also acted upon 
the faith of A.s certificate, how can it be held reasonable 
that A. should compensate D., E. and F.? None of those 
strangers retained A., so that he was under no contractual 
duty to them to avoid negligence. Nor can A. be supposed 
to have set out to render a service “to the whole world” 
when he proceeded to examine the accounts of T. So far 
as C. is concerned A. acts, or has the opportunity of acting, 
with his eyes open; but so far as D., E. and F. are concerned 
he is completely in the dark. 


Further (unknown to C.) D., E. and F., or any one of 
them, may even have picked up A.’s certificate, accidentally 
left behind, let us say, in a public vehicle. If A. were to be 
held liable on the certificate it would be tantamount to 
treating it as an object dangerous in itself, which its owner 
or custodian leaves about at his peril, like a gun which may 
go off and injure a stranger; see, further, as to this simile, 
“Certificates and Third Parties,” post. 


Fraud and Third Party — In Ultramares Corporation v. 
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Touche, Niven & Co. (supra) the proceedings took the form 
of cross-appeals from the judgment of the Appellate Di- 
vision of the Supreme Court. On the claim for negligence 
the decision in the Court of first instance, whereby the 
claim was dismissed, was now restored. On the claim for 
fraudulent misrepresentation, the decision of the Court of 
first instance, whereby that claim also was dismissed, was 
now reversed, and a new trial upon that issue ordered. 
[The case, however, was not again brought before the 
Courts.] In brief, therefore, it was held that upon such 
facts and circumstances as were shown in this case the 
injured third party might possibly have a cause of action in 
fraud against the auditors; but they could not have a claim 
for damages founded on alleged negligence by the auditors, 
for the negligence, if any were proved, was not negligence 
against the third party. 


Certificates and Third Parties 


We referred under the sub-heading “Negligence” to the 
diversified labours which fall within the province of the 
accountant, arising not only from the function of auditing 
but also from a great, and increasing, variety of business 
transactions and relationships. In connection with any of 
such tasks which he is called upon to perform the account- 
ant may be required to furnish a certificate of one category 
or another. It becomes necessary, therefore, to consider 
the nature and extent of the responsibilities assumed by the 
accountant in furnishing any such certificate. His respon- 
sibilities in relation to the law of negligence will be found, 
in general, to be not different in kind from those resting 
upon other persons who furnish certificates, but different 
in degree, since the accountant is more frequently called 
upon than most people to certify. 

Dangerous Documents—In Le Lievre and Dennes v. Gould 
({1893] 1 Q.B. 491) the plaintiffs agreed to advance moneys 
on mortgage to a builder by specified instalments to be 
paid at specified stages of the work, progress upon the 
buildings to be certified by an architect. The owner of the 
land who had acted as intermediary in arranging for the 
advances to be made by the plaintiffs to the builder also 
arranged for the defendant to act as surveyor and to furnish 
the required certificates. There was no agreement between 
the plaintiffs and the defendant. They alleged that the 
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defendant had furnished untrue certificates, upon the faith 
of which they had advanced moneys and incurred losses, and 
they sought to recover them by this action framed in negli- 
gence. It was held that the defendant was under no duty 
to the plaintiffs and that, therefore, they could not maintain 
such an action. 

The Master of the Rolls (Lord Esher) said: “The ques- 
tion of liability for negligence cannot arise at all until it is 
established that the man who has been negligent owed some 
duty to the person who seeks to make him liable for his 
negligence.” But, he proceeded: “What duty is there when 
there is no relation between the parties by contract? A 
man is entitled to be as negligent as he pleases towards the 
whole world if he owes no duty to them.... In the absence 
of contract an action for negligence cannot be maintained 
when there is no fraud .... If that were not so, then in 
a case in which an action is brought against directors of a 
company for misrepresentations contained in a prospectus, 
it would never be necessary to prove that they had been 
guilty of fraud.” But in such cases it has always been held 
that fraud must be proved, supported by proof of ‘‘a wicked 
mind.” And the mind of a man must be held to be “wicked” 
in this sense if he “tells a wilful falsehood with the intention 
that it shall be acted upon by the person to whom he tells 
it;” or if he “recklessly makes a statement intending it to 
be acted upon, and not caring whether it be true or false.” 
But “negligence, however great, does not of itself constitute 
fraud.” Lord Justice Bowen observed that there might be 
something to be said in favour of tightening up the law and 
making rules stricter against those who furnish certificates ; 
but under the law as it is, it is not possible to go further 
than to say that “negligence in some cases may be of such 
a kind as to make it highly probable that there has been 
fraud.” He distinguished three types of sets of circum- 
stances, thus:— 

(a) An owner of a chattel, such as a horse, a gun, or 
a carriage, or any other instrument, which is in itself of 
such a character that, if it be used carelessly, it may injure 
some third person who is near to it is under a definite duty 
—not of course, contractual—in that “it is as plain as day- 
light that the owner of that chattel, who is responsible for 
its management, is bound to be careful how he uses it.” 
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Similarly, (b), if the owner of premises knows that his 
premises are in a dangerous condition, and that people are 
coming there to work upon them by his own permission and 
invitation, “he must take reasonable care that those prem- 
ises do not injure those who are coming there.” Upon what 
grounds is this duty cast upon him? “Because he has the 
conduct and control of premises which may injure persons 
whom he knows are going to use them, and who have a 
right to do so....and who will thus be brought into con- 
nection with him.” 

But (c), the law does not go so far as to say that when 
a man furnishes a certificate he is responsible for what he 
states in it “to any person to whom he may have reason to 
suppose that it may be shown.” For our law “does not 
consider that what a man writes on paper is like a gun or 
other dangerous instrument, and, unless he intended to de- 
ceive, the law does not, in the absence of contract, hold him 
responsible for drawing his certificate carelessly.” 


Negligence near Fraud—‘“Fraud” in its legal connotation 
is, of course, much wider than it is in its pepular or normal 
usage. It is highly important, therefore, always to note 
carefully the line at which negligence may merge into legal 
fraud. In this connection the observations of Lord Herschell 
in Derry v. Peek ({1889] 14 App. Cas. 337, H.L.) are note- 
worthy. He there said that a man be blameworthy when 
he makes a representation on which another is to act, but 
he is not fraudulent if he “forms his belief carelessly” or 
if he is “unreasonably credulous.” Carelessly-formed belief 
and unreasonable credulity we have noted as being specially 
important in relation to the topics of outstanding debts, 
stock-in-trade, work-in-progress and the like. (See previous 
references under those sub-headings.) 


Status Inquiries — References, certifying the financial 
status of a party, are often furnished by an accountant. He 
may think that he has protected himself by phrasing his 
form of reference as an opinion merely and not as a certifi- 
cate; but this is a fallacious assumption. For as Lord Jus- 
tice Bowen said in Smith v. Land and House Property Cor- 
poration ([1884] 28 Ch. Div. 7) a statement of opinion may 
involve the statement of a fact. “If the facts are not equally 
known to both sides, then a statement of opinion by the one 
who knows the facts best involves very often a statement 
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of a material fact .... for he impliedly states that he knows 
facts which justify his opinion.” A landlord, for example, 
has opportunities not open to other parties of knowing the 
qualities of his tenant as a tenant. In that case the defend- 
ants were held entitled to refuse to complete their purchase, 
as agreed, of an hotel which was the property of the plain- 
tiffs; they alleged misrepresentation by the plaintiffs in 
that they had stated that the occupier of the hotel was “a 
most desirable tenant” whereas he was in arrears with his 
rent. Hence in stating their opinion of their tenant the 
plaintiffs were taken as asserting that they had formed 
their opinion upon reasonable grounds; for what more rea- 
sonable than that a landlord should know whether his tenant 
was “good for the rent” or not? They were asserting not 
that “the tenant will go on paying his rent” but something 
quite different, that “at least nothing has occurred in the 
relations between the landlords and the tenant which can 
be considered to make the tenant an unsatisfactory one,” 
i.e. they had given a dishonest expression of opinion. 

An accountant is wise, therefore, if he declines to furnish 
a certificate as to the financial standing of his client except 
upon data made available to him as at the time when he 
furnishes the certificate; and he must bear in mind the 
risks in which he may involve himself if, to assist his 
client, he glosses over, or wholly omits reference to, detri- 
mental data known to him. 

, By certifying that a fact is so, or is not so, when the 

truth is that he does not know or remember one way or the 
other, a man takes upon himself the responsibility of a 
positive statement, said Lord Selborne, in Brownlie v. Camp- 
bell ({1880] 5 App. Cas. 925, H.L.) 

Trustee—Thus, in Burrowes v. Lock ([1805], 10 Ves. 470) 
the plaintiff contemplated lending money upon the security 
of a trust fund of which the defendant was trustee; he, ac- 
cordingly, inquired of the trustee as to whether there was 
any charge upon the fund in existence. He was assured 
that there was not, whereas some ten years before a charge 
had been created over one-tenth of the trust fund. The 
Master of the Rolls observed that the plaintiff applied to 
the person best qualified to give the information; as to the 
defence set up by that person that he had forgotten the 
information, “at least it was gross negligence to take upon 
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him to aver positively and distinctly without giving himself 
trouble to recollect.” The plaintiff was entitled to succeed 
if he proved that the fact represented was false to the 
knowledge of the person stating it; a person cannot plead 
ignorance of a fact which, through his own neglect, he has 
overlooked. 

A client would be inadequately protected if it were open 
to the accountant when charged with negligence to plead, 
for example, that he had forgotten that the client had given 
him information with regard to his employees which should 
have put him on his guard in checking their statements or 
accounts in the course of an audit. The protection of the 
client is the essence of the function of the diligent account- 
ant; to fail to provide such protection may well constitute 
negligence. 

As with accounting so, too, with the rules of law relating 
to negligence—errors of omission may be as grave as errors 


of commission. 
(to be continued) 


WHY RENT CONTROL? 
By G. R. G. Baker, Toronto 


Canadians have become familiar with the activities of 
the Wartime Prices and Trade Board, and now its powers 
have been extended to another field. By an order in coun- 
cil of 24th September 1940, passed under the War Measures 
Act, the Board was empowered to fix maximum rentals at 
which any housing accommodation might be rented. To 
regulate this function a rentals administrator was appoint- 
ed in the person of the Honourable William M. Martin, K.C., 
a judge of the Saskatchewan court of appeal, and he was 
entrusted with certain duties set out in an order of the 
Board. 

The order respecting maximum rentals provided that as 
of 1st October 1940 the maximum rental for any housing 
accommodations in specified areas should be not more than 
that charged by any lease in effect on 2nd January 1940. 
If there was no lease in effect on that date then the latest 
lease in effect during 1939 should govern, and in any other 
case the rentals administrator would determine the maxi- 
mum rental. 

All leases are deemed to be amended accordingly, and 
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provision is made for recovery of any excess of rent paid 
to the landlord on or after 1st October. 

The municipalities to which the order applies are as 
follows: 

Nova Scotia — Dartmouth and Woodside, Halifax, 
Armdale, Buckingham Station, Dutch Settlement, Fair- 
view Station, Falkland, Jollimore and Melville, New 
Glasgow, Trenton, Stellarton and Westville, and Sydney. 

Quebec—Brownsburg and Thetford Mines. 

Ontarto—Allandale, Barrie, Kingston and Ports- 
mouth, Ottawa, Eastview, New Edinburgh, Overbrook, 
Rockcliffe, Westboro and Woodroffe, Parry Sound and 
Nobel, Trenton, and Windsor. 

Manitoba—Brandon. 

British Columbia—Vancouver, Victoria, and Esqui- 
malt. 

Assuming that rent control is desirable in some circum- 
stances for the same reasons that price control is, there are 
nevertheless certain other considerations that should apply. 


Unnecessary for Higher Rental Levels 

In the first place, it should not be necessary to apply it 
to houses renting at the higher rental levels. Tenants able 
to pay higher rents are in a position to buy houses and avoid 
payment of rent and are not so vulnerable to the effects of 
high rentals. In some districts where there has been a 
tremendous influx of population, while it is difficult to obtain 
accommodation on rental, there is a good supply of houses 
for sale. 

It has been demonstrated in connection with moratorium 
legislation that those best able to make principal payments 
on their mortgage are often those most likely to take shelter 
under the moratorium Act, which allows them to withhold 
such payments. 

A control of rentals which did not exceed an original 
rate of $45 to $50 would probably be sufficient to protect 
those who most need it. In England where they have had 
a rent restriction Act since 1915, it only applied to houses in 
London with a rentable value of £105 per year, and else- 
where £78 a year. By 1938 this figure had been reduced 
twice and now stands at £35 in London and £20 elsewhere, 
so that it only applies to houses in the lower rental brackets. 

The English Act also permits small increases of from 
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6% to 8% where improvements have been made to the 
dwelling and of 15% in any event. The adoption of a simi- 
lar provision here would prevent any disturbance where 
small increases have occurred since lst January 1940, which 
cannot be considered a hardship on the tenant. There are 
many such cases. 

Is New Building Discouraged? 

The English Act also provides a cut-off date in that the 
Act did not apply to dwellings erected, or in course of erec- 
tion, on 2nd April 1919. In this way no restriction was 
raised to the obtaining of a good return on new houses. 
This was an attempt to avoid one of the inevitable effects 
of rent control, namely, the deterrent effect to new building. 
If this result is to be avoided a cut-off date should be pro- 
vided to encourage new housing investments, which them- 
selves assist in curing housing shortages—and such short- 
ages may cause a rise in rent. 

Certain areas have been designated as areas subject to 
control and it has been suggested that others will be added. 
No district should be included where there is no scarcity of 
suitable accommodation and when there are no major war 
industries or extensive military concentration. 

Owners Entitled to Fair Return on Investment 

Where rents have been and are still at greatly depressed 
levels, control should be withheld until a reasonable return 
is available to the landlord. This is the situation in some 
of the designated municipalities. It has been definitely a 
renter’s market throughout Canada for many years and an 
effort to perpetuate this condition is undesirable. In many 
cities there has been a substantial increase in the tenant 
population during the last few years, tending to conditions 
of instability resulting in fluctuating business conditions 
and movements of population. 

Owners of real estate are entitled to a fair return on 
their investment over a period of years, and revenue obtain- 
ed from this source in the past few years has been unsatis- 
factory. It used to be considered that real property might 
be expected to yield a return of 7% and many real estate 
bond issues on larger properties have been sold to yield 
6% and 614%, but an average yield of 5% would have been 
fairly satisfactory. In some of the designated municipali- 
ties in recent times there are many properties that have 
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failed to yield 3% or even 2%, and some even less, without 
any provision for vacancies, depreciation or management 
expense. 

If rent levels for older houses could be fixed at the rates 
which obtained in 1926 with some allowance for obsoles- 
cence, this would be in accord with the view of the Dominion 
Bureau of Statistics, which considers 1926 as 100 for index 
figures they publish monthly on the Canadian rent index. 
By 1930 this rent index had risen to 106 but by 1934 it had 
dropped to about 80, and in 1940 it had only climbed back 
to about 90. This represented the general picture, namely, 
that a 10% rise in rates would only serve to restore rents 
to normal levels. 

Of course even this would not mean as high a net return 
to landlords as formerly, by reason of the higher real estate 
taxes payable in almost every case. Rent control may have 
a definite effect upon their tax-paying ability. 

It has not been demonstrated that in every one of the 
designated municipalities there have been increases in ren- 
tals on any large scale. Until this occurs the need for con- 
trol is not apparent and its imposition is unfair. 

The Canadian set-up of rent control provides for appeals 
by landlords and tenants to the rentals administrator, and 
apparently local committees may also be utilized. The Eng- 
lish Act employs the county courts, and this example might 
very well be followed in Canada by using the county and 
district court judges in a similar capacity. They are familiar 
with local problems and for years have dealt with assess- 
ment appeals on property values. 

It is to be regretted that it was considered necessary to 
introduce rent control in Canada. Experience with other 
legislation which interferes with the freedom of contract, 
such as moratorium legislation, has demonstrated how dif- 
ficult it is to rid the statute books of legislation considered 
as of an emergency nature in its beginning. The rent re- 
striction Act of England began in 1915 and fixed standard 
rents in relation to the declaration of war in 1914, anc ex- 
tended the operation of such legislation from time to time, 
although more closely confining its effect, until in 1938 be- 
fore the declaration of the second world war its provisions 
were extended to apply until 24th June 1942. 

However, the principle has been adopted and is in effect 
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and we can only hope that it will be so wisely administered 
that none will have cause to complain of its being an ad- 
ministrative tribunal with dictatorial powers such as are in 
vogue in those countries we are fighting overseas. 


19th October 1940. 














ECONOMIC NOTES 

Editor’s Note: This is one in a series of notes on economic sub- 
jects by Professor McQueen of the University of Manitoba. 

_ question was raised here recently as to whether the 
difficulties of capitalism were not in reality due to the 
observable decline in the rate of economic expansion rather 
than to political meddling by ignorant or malicious pres- 
sure groups or by the starry-eyed utopians of the new deal 
era. Reason was given for believing that all the difficulties 
would not disappear even if we were to be freed from the 
non-codperation of the pressure groups and the critics. 

As reported by the press of 19th October, a member of 
the House of Commons, speaking in Regina at a gathering 
discussing the present farm emergency, said that large- 
scale monopoly farming was making the operations of the 
smaller farmer unnecessary and unproductive. The pos- 
sibility suggested to the reader’s mind is that the West may 
well be in for a reduction in its farm population for presum- 
ably the large-scale farm is only supplanting the small-scale 
farm by virtue of its efficiency. If such is the case and if 
we wish to retain the present prairie population it is diffi- 
cult to see how it could be done unless that population is 
subsidized or is willing to lower its standard of living. 
If we are willing to see this population decline we are faced 
with the equally difficult problem of transference. Any of 
these solutions is fraught with tremendous difficulties, and 
with our markets being largely foreign ones we have a 
much sterner agricultural problem on our hands than has 
the United States. Almost simultaneously there appeared 
in the New York Times of 13th October a significant article 
by a social scientist of standing, W. F. Ogburn, entitled “The 
Changing Pattern of America.” In the course of a preview 
of the results of the current American census the author 
pointed out three significant things. The United States grew 
only half as fast between 1930 and 1940 as it did between 
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1920 and 1930. Accompanying this change was a second 
one, namely, the big cities have stopped growing and indeed 
by 1950 it is possible that there will be an actual decrease 
in the population of all cities over 500,000. A third change, 
based in this case however on an estimate independent of 
the census, is that farm population has gone up some seven 
per cent over the period 1930-1940. This increase is sur- 
prising because the farms had been losing population for 
twenty years. From what is known of the disparity in 
income in favour of the urban groups as compared with 
the rural groups there arises an important query, namely, 
is there a peasant class growing up in the United States? 


In discussing this matter Ogburn estimates that one 
farmer on the average now feeds eighteen persons but that 
with improved technological devices and practices this figure 
would rise to thirty-six persons. In view of the trend of 
total population it is pertinent to ask where can we find 
this thirty-six who are thus capable of being fed by each 
farmer? To quote Ogburn: 


One farmer now feeds eighteen persons. With more machines 
and more science, he may feed thirty-six. But there will not be 
thirty-six persons for him to feed, with the population of the 
United States stationary and possibly decreasing twenty-five or 
thirty years hence. Machines raise the per capita income, but 
they will also mean technological unemployment on the farms. 
They are an invasion of iron men taking away jobs from the 
farmer and farm labourers. Unemployment on the farms is likely 
to push along the fall of the birth rate on the farms, which is 
still high. 

To wait for a fall in the rural birth-rate to solve the 
farm problem may be too pedestrian a device for a stream- 
lined farm pressure group which will certainly resist the 


push toward peasantry. 


While the Canadian situation differs from the American 
one so far as agriculture is concerned it probably differs 
mostly in being more difficult. The improved technology 
which will give us the necessary efficiency to hold our agri- 
cultural markets may at the same time render superfluous 
much of our present farm population. Ogburn did think 
that in the United States, while the cities would grow less 
rapidly and while there would probably be less need for 
farmers, there might be found some increase in the popula- 
tions of communities of medium size but this is small con- 
solation when one considers the import of the other things 
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which he has pointed out. The problem with which we are 
faced in Canada is one which is clearly beyond solution by 
the prairie provinces acting by themselves and its urgency 
for the whole of Canada provides another demonstration of 
the necessity for an early consideration of the recommenda- 
tions of the Rowell-Sirois report. 









R. McQueen. 





21st October 1940. 
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The following memorandum on the annual examinations of 
the Provincial Institutes of Chartered Accountants is issued at the 
direction of the Board of Examiners-in-Chief. 


Uniform Examinations—Prior to the year 1939 the nine Pro- 
vincial Institutes of Chartered Accountants held their own exam- 
inations. This meant nine separate groups of examiners and nine 
different sets of examination papers for the profession in Canada. 
A move towards the adoption of uniform examinations for the 
Institutes of the four Western Provinces was made by these 
Institutes some twelve years ago. The aim to have one set of 
examinations and a central examining board representative of all 
the Institutes in Canada continued to be kept before the profession, 
and at a meeting of the representatives of all the provincial In- 
stitutes held in Winnipeg in November 1938 regulations were 
adopted and plans completed for the holding of uniform examina- 
tions throughout the Dominion. 


The examinations are under the control of a Board of Exam- 
iners-in-Chief representative of the Institutes, and the examina- 
tions prepared under their direction are the examinations of each 
provincial body. The Secretariat of The Dominion Association 
of Chartered Accountants is the central office through which the 
arrangements with the Institutes respecting the holding of the 
examinations are carried out as expeditiously as possible and with 
a minimum of expense. 


Subjects—The subjects for uniform examinations are confined 
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to the subjects of Accounting and Auditing, with two papers in 
each subject in the case of the Intermediate examination and with 
four papers in Accounting and two in Auditing in the case of 
the Final examination. The time allotted to writing each paper 
is four hours, the morning sessions being from 9 to 1 o'clock, and 
the afternoon sessions from 2 to 6 o'clock. 


The four papers of the Accounting section of the Final ex- 
amination are as follows, there being an understanding nevertheless 
that problems of a general nature may appear in any paper: 


Paper I—Accounting, including business investigations 


Paper II—Accounting, including costs, budgetary control 
and systematizing 


Paper III]—Accounting, including consolidations, executor- 
ships and trusteeships 


Paper IV—Accounting—General 


Academic Subjects—At present a considerable lack of uniform- 
ity exists among the Institutes in respect of study and examination 
upon such subjects as mathematics, law and economics or political 
economy. In some Institutes these are included in the syllabus 
for the Intermediate examination, while in others they are sub- 
jects of the Final examination. The requirements in regard to 
these subjects are for the present a matter for the determination 
of each provincial Institute. 


Examiners-in-Chief—The Board of Examiners-in-Chief consists 
of four members, a Chairman to be appointed annually by the 
Council of The Dominion Association of Chartered Accountants 
or by its Executive Committee, and one member from each of 
three provincial Institutes to be designated annually by the Stand- 
ing Committee on Education and Examinations of the Provincial 
Institutes. The Secretary-Treasurer of the Dominion Association, 
10 Adelaide Street East, Toronto, is the permanent Secretary of 
the Board. Such an arrangement makes provision for the member- 
ship of the Board to rotate and so provide for representation of 
all the Institutes thereon at regular intervals. A wide representa- 
tion of the Institutes in the conducting of the examinations results 
through the appointment by the Board of the ten individual ex- 
aminers who are recommended by the Institutes. 


Dates of Examinations—In view of the pressure of work in 
accountants’ offices during the first months of the calendar year, 
the annual examinations are held in late November or early De- 


cember. 


Passing Marks—The value of each examination paper is 100 
marks. ‘The two papers valued at 200 marks in each of the 
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subjects of Intermediate Accounting, Intermediate Auditing and 
Final Auditing are regarded as two parts of such subjects, and a 
total of 120 marks is required as a passing grade therein. The 
four papers of Final Accounting are designed to test the candi- 
date’s knowledge of four distinct fields in accounting and a total 
of 240 marks together with a minimum mark of 50 in each paper 
is required as a passing grade therein. 


Supplemental Examination—There is no supplemental exam- 
ination for candidates in the Intermediate examination. 


In the Final examination, if a candidate fails to pass in the 
subject of Accounting but obtains a total of at least 180 marks 
in three Accounting papers (with a minimum of 50 marks in each 
of the three papers), he will be granted a supplemental examina- 
tion provided that he has passed in the subject of Auditing. The 
supplemental examination in Accounting shall consist in re-writing 
the two papers in which the candidate obtained the lowest marks, 
and a total of 120 marks in the two papers constituting such sup- 
plemental examination together with a minimum of 50 marks in 
each paper shall be the requirement for passing. 


If a candidate fails to pass in the subject of Auditing but 
obtains at least 100 marks in that subject he will be granted a sup: 
plemental examination in Auditing provided that he has passed 
in the subject of Accounting. The supplemental examination in 
Auditing shall consist in re-writing the two papers in that subject, 
and a total of 120 marks in the two papers constituting such sup- 
plemental examination shall be the requirement for passing. 


Fees—The fees to be paid by candidates for examinations 
are those appearing in the announcement of each provincial In- 
stitute and are payable to the Institute. 


Prizes—The following prizes will be awarded annually by the 
Board to the candidates obtaining the highest marks in the Inter- 
mediate and Final examinations, and passing: 


Intermediate—Silver Medal and $25 in cash. 
Final—First Prize: Gold Medal and $50 in cash. 


Second Prize: Silver Medal and $25 in cash to the 
candidate receiving the next highest 
total marks. 
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SYLLABUS OF EDUCATION 


The following is the syllabus of education preparatory to the 
Intermediate and Final Examinations of the Provincial Institutes: 


INTERMEDIATE EXAMINATION 


ACCOUNTING—Paper I 


Single and double entry bookkeeping, origin, records main- 
tained, statements produced and composition 


Purchases and sales transactions, instalments, voucher register 
system 


Cash and bank transactions, reconciliations 

Accounts and bills payable and receivable 

Ledgers, general and subsidiary, controlling accounts 

Trial balance, adjustments and closing entries 

Salary and wage records 

Inventories, physical and perpetual records 

Accrued and deferred income and expenses 

Fixed assets and wasting assets, acquisition and disposal, valua- 
tion, appreciation, amortization, appraisal adjustments 

Depreciation and obsolescence, industrial, municipal, public 
utility, etc., fire losses 

Reserves and reserve funds, sinking funds, investments 

Revenue and expense accounts 

Capital and income expenditures 

Profits, determination 

Branch accounts and agencies 

Departmental accounting 

Analytical accounting or statement analysis, statement of com- 


parative working capital, ratio analysis of financial statements, use 
of comparative percentages, derivation and application of funds 


statements, etc. 


AccouNnTING—Paper II 


Accounts of corporations: organization, capital and operation; 
acquisition of private business; classes of capital stock (issue, in- 
crease, reduction, conversion); bond issues and redemption; invest- 
ment in subsidiaries; goodwill and secret reserves; surplus (earned 
capital, distributable); dividends; reconstructions and reorganiza- 
tions; mergers and consolidations; holding companies 
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Balance sheet, financial, trading, industrial, legal requirements, 
form and content 

Manufacturing, trading and profit and loss accounts including 
production costs, overhead expense, distribution, etc., form and 
content 

Partnership accounts and comparison with limited liability com- 
panies, capital and operating, retirement of partner, dissolution, 
progressive realization and distribution, sale to limited liability 
company. 


AupITING—Paper I 

Introduction: Audit, nature and definition, objects, types and 
characteristics of each, preparation, programmes, conduct in 
clients’ offices, use of audit marks, working papers; auditors, ap- 
pointment, powers, legal duties and responsibilities 

Verification of balance sheet, including cash and bank balances, 
accounts and bills receivable, inventories, land, buildings and equip- 
ment, deferred charges, liens and other forms of hypothecation 
of assets, loans payable, accounts and bills payable, accrued charges, 
long-term and contingent liabilities, reserves for bad debts, de- 
preciation, etc., secret reserves, capital and surplus accounts, bal- 
ance sheet notations 


Internal check 


Simple investigations into such matters as fire loss claims, fraud, 
etc. 


AupiITINGc—Paper II 


Audit of business transactions generally, including formation 
of single proprietorships, partnerships and companies, purchases, 
sales, cash receipts and disbursements, banking, forms of fraud and 
its detection, salaries, wages, commissions, consignments, packages 
and empties, excise and sales taxes, dividends 


Verification of surplus and operation statements 


Special features of limited liability companies, partnerships, 
joint ventures, single proprietorships 


Auditors’ reports and certificates. 
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FINAL EXAMINATION 


Dominion income tax 
Investigations 
Reconstruction and reorganization 
Mergers and consolidations 
Cost accounting and budgetary control 
Bankruptcy 
Holding companies and consolidated statements 
Domestic and foreign agencies and branches 
Systematizing, 
and a general knowledge of the accounts and the audits of in- 


dustrial, manufacturing, trading and financial companies, part- 
nerships and commercial concerns, including the following: 


Bond and investment houses 
Chain stores 

Contracting and engineering 
Co-operative marketing 
Executorships and trusteeships 
Finance corporations 

Fisheries 

Governments 

Grain 

Institutional accounts, including hospitals, hotels, clubs, etc. 
Insurance companies (fire, casualty, life) 
Investment trusts 

‘Loan and mortgage companies 
Lumbering 

Mining 

Municipalities 

Professional firms 

Public utilities 

Pulp and paper 

Real estate 

Stockbrokers 

Transportation companies 
Trust companies. 
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Our Contributors This Month 


GrorceE Rosert GrirFIN Baker has contributed to our 
pages on more than one occasion, and this month writes on 
Rent Control, a subject of current interest. He is a grad- 
uate in Arts of the University of Toronto and in Law of 
Osgoode Hall. One of his present duties is acting as 
Secretary-Treasurer of the Land Mortgage Companies As- 
sociation of Ontario. 


JoHN P. ReppatH became a member of The Society of 
Chartered Accountants of the Province of Quebec in June 
1934 and had served his apprenticeship with Messrs. Rid- 
dell, Stead, Graham & Hutchison, Montreal. In June 1940 
he enlisted in the Royal Canadian Air Force and attended 
the Accountant Officers Course at St. Thomas last July (see 
photograph of class in our October issue). 


Bulletin on Industrial Relations 


Bulletin No. 4 of The Industrial Relations Section of the 
School of Commerce and Administration of Queen’s Uni- 
versity, entitled “The Economic Welfare of Canadian Em- 
ployees, 1913-1937,” has recently come off the press. It is 
a comprehensive survey of the economic background of 
those years, and presents a clear viewpoint from which to 
watch and explain the development in legislation and busi- 
ness management leading to the change in employment con- 
ditiens for the welfare of employees in Canada. Labour 
legislation and its effect is fully discussed, as is also the 
general growing trend in business management to improve 
all employment conditions. The Bulletin summarizes, at 
the end, the material it has presented and concludes by 
pointing to the various possibilities and future trends. It 
is an altogether admirable survey in this field. 


The Canada Year Book, 1940 


Word has been received from Dr. R. H. Coates, the 
Dominion Statistician, that The Canada Year Book for 1940 
is now ready for distribution by the King’s Printer, Ottawa, 
at $1.50 a copy. Teachers and Ministers of religion may 
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obtain them at fifty cents. We understand that the supply 
of this year’s issue is limited. 

The new edition has been thoroughly revised and is com- 
pletely up to date in relation to the statistical information 
therein contained. There are special articles on Canadian 
resources in relation to Canada’s War Effort and a special 
War Chronology carried down to 8th July 1940. 

The chapter on banking and currency contains a pertin- 
ent article on the Royal Canadian Mint. The insurance 
field is this year broadened in scope by a summary treat- 
ment of Insurance as it affects the Balance of International 
Payments. 


Report of the Superintendent of Bankruptcy 


The report of the Superintendent of Bankruptcy on the 
administration of The Bankruptcy Act for 1939 is now 
available. After listing the pertinent statistical material 
showing the number of bankruptcies and assignments 
made, the number of trustees licensed and so forth, the 
Superintendent makes some general observations. He 
points out the increase in the number of bankruptcies in 
1939 over the years 1937 and 1938 and states: 


The gradual increase in the number of bankruptcies reported 
since 1936, in conjunction with increased commercial and indus- 
trial activities over the same period, may be considered as in- 
dicating an upward turn in business generally, a feeling of greater 
confidence in industrial and commercial circles, and an accom- 
panying expansion of credit facilities, 


The continuing cases of incompetent trustees which 
occur in several cases yearly is discussed. Then the Super- 
intendent discusses the Chandler amendments to the United 
States Act. These amendments provide that the adjudica- 
tion of any person, except a corporation which must apply 
for a discharge, operates automatically as a discharge if 
there are no objections by creditors. The Superintendent 
discusses the real purpose of The Bankruptcy Act as being 
to give a bankrupt person the right to take his place in 
society as a useful being. The United States amendments, 
he points out, are only the logical result of the attitude now 
more widely being adopted—that the creditor and the debt- 
or must share the blame for a bankruptcy, and that being 
so, the entire responsibility of obtaining a discharge should 
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not fall on the debtor. The Superintendent concludes by 
saying that the principle is one which has much merit and 
is worthy of serious consideration. 





Insurance Company Taxation 


The recent August issue of “The Canadian Journal of 
Economics and Political Science” prints a paper given by 
A. A. Tousaw at the annual meeting of The Canadian 
Political Science Association held in London, Ontario, in 
May 1940. The article is concerned with taxation problems 
of life insurance companies in their capacities as employers, 
as investors, and as insurers. It does not include reference 
to the changes occasioned by recent Dominion legislation— 
The Excess Profits Tax Act, 1940 and the 1940 amendments of 
the Income War Tax Act. The article is, however, very illum- 
inating in its discussion of the problems arising under 
Provincial taxes on premiums and the general sees 
confronting the life companies. 


Dominion Income Tax Revenue 
Dominion income tax collections continue to show satis- 
factory increases. According to The National Revenue Review 
of October 1940, the collections for September and for the 
first six months of the present fiscal year of the Dominion 
government (April to September 1940) as compared with 
the corresponding periods of a year ago are as follows: 
: September 1939 September 1940 _Increase 
Net collections ... $ 4,902,474 $ 11,624,198 $ 6,721,724 
Six months 1939 Six months 1940 Increase 
(April-September) (April-September) 
Net collections ... $107,026,823 $143,652,247 $36,625,424 


Customs and Excise Revenue 


The Review for October also announces a substantial in- 
crease in the customs and excise revenue for this six 
months’ period of 1940 over the corresponding months of 
1989. The total net revenue from this source for April to 
September 1940 was $214,415,098, which is an increase of 
$73,529,522 over the figure for the April to September 
months of 1939. 
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Table of Exchange Rates 


(Kindly supplied by The Canadian Bank of Commerce, Toronto) 
80th September 1940 15th October 1940 


CR eee ere 10-11% P. 10-11% P. 
I lia eee PE Sis cage wei 443-447 443-447 
Australian Pounds .......... 35814 35814 
New Zealand Pounds ........ 360 360 
South African Pounds ....... 446 446 
Belgium—Belgas ............ No quote No quote 
Denmark—Kroner .......... No quote No quote 
Holland—Florins ............ No quote No quote 
Finland—Finmarks .......... 199 193 
France—Francs ...........-- No quote No quote 
cs a ea kiewie wie No quote No quote 
Sweden—Kronor ............ 2638 2638 
Switzerland—Francs ........ 2536 2566 
Norway—Kroner ........... No quote No quote 


Note: The above quotations are expressed as follows: Pound cur- 
rencies—Canadian cents per unit; Continental currencies—Canadian 
cents per 100 units. 


PROVINCIAL NEWS 
BRITISH COLUMBIA — 


The first of a series of dinner and discussion meetings, 
being arranged by the Education and Technical Committee 
of the Council of the Institute of Chartered Accountants of 
British Columbia, was held at Vancouver on 24th Septem- 
ber. Mr. Frederick Field, Chairman of the Committee, pre- 
sided. The purpose of the meeting was to hear a report of 
the British Columbia delegates to the annual meeting of the 
Dominion Association of Chartered Accountants at Mont- 
real. The delegates reporting were Messrs. J. Haydn 
Young and W. G. Rowe. 

Mr. Young explained that due to the circumstances of 
the war the programme of the annual meeting did not in- 
clude the presentation of professional papers nor the usual 
social activities. Action on the following matters was post- 
poned, in part, due to the circumstances of the time: Uni- 
form auditor’s certificate and reciprocity of membership be- 
tween the provincial Institutes. The work on accounting 
research, he reported, had been discontinued for the period 
of the war. 
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He stated, also, that in several ways the war had added 
to the work of the Executive of the Dominion Association, 
part of which was in connection with the assistance given 
the government on the redrafting of The Excess Profits Tax 
Act; that the qualifications of chartered accountants were 
recognized by the government was shown by the number of 
appointments of our members to commodity control boards, 
the Foreign Exchange Control Board and the Pay and Ac- 
counts Branch of the Air Force. 

Mr. Young urged members to develop the broadest pos- 
sible interest not only in professional matters but also in 
community and national affairs. There was a danger, per- 
haps, of people at one extremity of a country in assuming 
an insular attitude to affairs of common interest to the 
detriment not only of our common purposes but to the 
proper development of the individual. 

Mr. Rowe’s address dealt largely with matters connect- 
ed with the education and training of our students, based 
on the relative discussions at the annual meeting of the 
Dominion Association. He said he felt that the greatest 
possible progress had not been made toward the ends gen- 
erally regarded as desirable in our educational programme. 
Some of the lack of progress might rightfully be attributed 
to the circumstances of the time, but there was a danger, 
he thought, of using the war as an undue excuse from 
action which should be regarded as essential in war as in 
peace. Sustained progress in providing our students—our 
professional successors—with the highest possible stan- 
dards of professional equipment was a responsibility that 
should make no undue concession to war conditions. 

The speaker reviewed the discussion on the marking of 
examination papers and the unchanged minimum percent- 
ages adopted. He raised the question as to whether we 
should continue to be satisfied with a minimum of fifty per 
cent—or half knowledge of a given paper. Mention was 
made of the Dominion Council’s desire for our Council to 
reconsider the matter of allowing supplemental examina- 
tions in the interest of uniformity throughout the Do- 
minion. 

It was reported that rules and regulations relating to 
allowances to be made to students who enlist for active ser- 
vice were left to the Provincial Institutes, but the consensus 
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of opinion appeared to be that no concessions should be 
made which would lower the standards now aimed at by the 
requirements as to service and education. 


Mr. Rowe dealt also with two matters which, while some- 
thing of a radical departure from our present practice, he 
thought should receive serious consideration by all who 
have the best interest of our professional progress at heart. 
These were post-graduate training of accountants, and the 
interchange, between principals, of our articled clerks dur- 
ing their period of articles. We are in a world, he said, 
which, even apart from the war, is being remodelled econ- 
omically and otherwise at a pace hard to follow. We can- 
not now fully appreciate the eventual effect of the chang- 
ing phases around us; as similarly we cannot forsee the 
new world which will emerge as a result of these changes. 
If we survive with any hope of holding our rightful place 
in the economic world, we must be prepared to accept new 
ideas and to change our views to suit conditions, no matter 
how distasteful the departure from our accustomed line of 
thought and action may be. New ideas as to training of 
our students must be met and considered fairly in view of 
the increasing importance of their proper training to meet 
new conditions and the constantly expanding sphere of ac- 
tivities opening up to our profession. Particularly during 
war period, those of us who are actively interested in the 
welfare and progress of the profession must be prepared to 
do more and to give more time and thought to it than was 
required under normal conditions ; remembering always that 
the future depends upon and results from the present. 

In the discussion which followed, Mr. George E. Winter, 
a past president of the Dominion Association, remarked 
that we should feel grateful to Mr. Rowe for his constant 
efforts to improve our professional standards; and that his 
vision and perseverance were to be commended. 

In concluding the discussion, Mr, Field thanked the dele- 
gates for their reports, and those who had contributed to 
the discussion. 
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OBITUARY 


MANITOBA 


The Institute of Chartered Accountants of Manitoba has 
received from representatives of the Canadian Government 
and the British Government respectively, acknowledgements 
of the contributions sent to them towards the support and 
care of guest children sent from Great Britain to Canada 
for their greater safety. The acknowledgements were ac- 
companied by expressions of gratitude for much needed help 
in this worthy cause. 


PERSONAL 


T. D. Goord announces that he has opened an office for 
the practice of his profession at Room 701, Victory Build- 
ing, 80 Richmond Street West, Toronto. 


OBITUARY 


The Late G. M. Mulholland 


The Institute of Chartered Accountants of On- 
tario regrets to announce the death at Toronto on 
13th October 1940 of Gustavus Mansen Mulholland, 
partner in the firm of Thorne, Mulholland, Howson 
& McPherson, chartered accountants, after an ex- 
tended illness. 


The late Mr. Mulholland had been a member of 


the Institute for over thirty-one years, having been 
elected an Associate Member 18th June 1909, and a 
Fellow on 21st January 1924. As a member of the 
Council during the years 1920 to 1931 he manifested 
a deep interest in the affairs of the Institute and 
served as President in the year 1927-28. 


To his wife and family and business associates, 
the Institute extends its sincere sympathy. 
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NOTES AND COMMENT 


It is good for all of us to see ourselves now and again 
as others see us. Professor N. S. Buchanan devotes a 
chapter of his recent book on The Economics of Corporate 
Enterprise (Holt, 1940) to the problem of determining in- 
come for an elapsed period. In sections headed “The Ac- 
counting Concept of Income” and “The Valuation Problem 
in the Computation of Accounting Income” this author 
expounds with great clarity the assumptions on which the 
accountant’s measurement of income is based, the short- 
comings of a measure based on those assumptions and the 
practical difficulties attending any modification of them. 
In regard to the very nice problem of depreciation he 
says (at pp. 214-5) “It is in revising periodically the 
values of these durable items [fixed assets] that the ac- 
countant employs a particular assumption which ought to 
be made more explicit. An accountant assumes that at 
the time of purchase any item is worth its purchase price 
to the enterprise .... In other words, in accounting the 
implicit assumption regarding durable items of equipment 
is that absolutely correct estimates of their value to the 
enterprise can be made at the time of their purchase: the 
appropriate assumption is perfect expectations.” There 
follows a sympathetic but critical assessment of the logic 
and expediency of a measurement of income based on this 
assumption. 

This chapter was written for non-accountants who are 
concerned with problems on which accounting data do or 
should throw light, but it would be a pity if it were not 
extensively read by the accountants themselves who, for 
the most part, are so busy doing things that they have 
little opportunity of meditating upon what they are doing. 
The book as a whole is the first intelligent study of the 
principles of corporation finance that we have encountered. 

* * * 

The circumstance that under the Dominion and provin- 

cial income tax laws the amortization of bond discount or 


348 































STUDENTS’ DEPARTMENT 


premium does not affect taxable income has an important 
bearing on investment policy at the present time when even 
those with medium-sized incomes are subject to very high 
rates of tax on a portion of their income. From the view- 
point of the private borrower there is an obvious advantage 
in the issue of bonds at a premium since the allowable 
deduction will exceed the true cost of the money borrowed. 
From the viewpoint of the lender or investor there is an 
appreciable increase in net yield (i.e. yield after allowance 
for income tax) to be derived from realization upon bonds’ 
quoted at a premium and reinvestment in bonds (of the 
same calibre) whose coupon interest rate is sufficiently low 
to cause them to be quoted at a discount. The saving is 
most noticeable of course when the proportion of taxable 
income derived from bond coupons is small by comparison 
with the total taxable income but in the great majority of 
cases it is likely to be sufficient to justify a switch of port- 
folio from one group to the other. 
we bd af 


STUDENTS’ ASSOCIATION NOTES 


ONTARIO 


The annual fall dinner of the Students’ Association was 
held at the Granite Club on October 4th and the guest 
speaker was Capt. R. G. Cavell. The speaker was to have 
been Mr. Gilbert E. Jackson, but Mr. Jackson was, un- 
fortunately, unable to be present owing to illness and Capt. 
Cavell very kindly consented to speak at very short notice, 
and took as his subject, “The Empire at War.” 

Judging from comments immediately after the dinner 
and in the days following it would appear that this meeting 
was one of the most successful in several years and much 
of this success was due to the pleasant surroundings and 
the excellence of the dinner arrangements, made possible 
largely through the kindness of Mr. Hurst, and to the large 
attendance. 

In his address Capt. Cavell emphasized Canada’s sig- 
nificance as a nation, her place in the Empire and her 
ability to stand on her own feet. He showed clearly her 
heritage from Britain and at the same time her affinity for 
things American. He pointed out that we have approached 
very close to a classless society and that this is in no small 
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measure due to our constitutional set-up which makes for 
a division of power. Capt. Cavell served in the Indian Army 
for fourteen years and has been in many parts of the 
Empire and has thus had ample opportunity to observe 
political conditions and methods of government under vary- 
ing circumstances, so his address carried conviction. 

Following the dinner the members bowled, and while we 
have no information regarding the results of this “tourna- 
ment,” there is no doubt that it provided a congenial con- 
clusion to a successful meeting. Among the guests at the 
dinner were Mr. C. B. Wade of Queen’s University, the 
leaders of the various study groups, Mr. C. E. Baker, C.A., 
Mr. A. S. Levitt, C.A., and Mr. George Plummer, C.A., also 
Mr. Stuart Hepburn, immediate past President of the 
Students’ Association and Mr, George Edwards, both of 
whom are now in the C.A.S.F. Members of the senior 
Council present were Mr. F. C. Hurst, F.C.A., and Mr. 
Russel Grant, F.C.A. Mr. F. J. Ferguson, Registrar, also 
attended. 

It was announced at this meeting that representations 
had been made to defer compulsory military service for 
chartered accountants and students between October 1st 
and April 30th. While nothing definite could be said at 
present about this, all students who had been already called 
have been granted exemption for the time being. 


In welcoming the speaker and guests Mr. J. R. Swan, 
President, mentioned the position of the students in the 
war and stressed the desire of the students to make gladly 
whatever contribution they could in the days ahead, whether 
it be in the daily grind at the office or in the active service 
forces. “Whether in the office or the army,” he said, “it 
is the spirit of loyalty and self-sacrifice that will further 
our cause.” 

Early in the fall several study groups were arranged, 
and the speakers and subjects were as follows: 5 
Senior Group—Mr. Russel Grant, F.C.A., “Business Investi- 


gations” <a 
Mr. R. H. C. Page, C.A., “Cost Accounting 


Intermediate Group—Mr. A. S. Levitt, C.A., “Capital and 
Surplus” (2 meetings) . ak 

Primary Group—Mr. G. F. Plummer, C.A., “Adjusting En- 

tries” 
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Mr. C. E. Baker, C.A., “Partnership Ac- 
counting” 

There had been considerable discussion on the part of 
the Students’ Council as to the value of these groups in 
the light of the small attendance and, the above meetings 
were arranged before a definite decision was made regard- 
ing their continuation. In view of the small attendance 
at these last meetings, it was finally decided reluctantly 
that no further groups should be arranged this year, since 
the interest of the students, as shown by their attendance, 
did not seem to be sufficiently great or in proportion to 
the time and trouble so generously contributed by the 
leaders. For the present, therefore, the group meetings 
have been discontinued. 

The following students have enlisted in the active forces 
in the last few weeks: P. T. Barnes, Royal Canadian Army 
Pay Corps; F. J. Lovett, Paymaster-Lieutenant, Royal Can- 
adian Navy Volunteer Reserve; Lieut. J. F. Moeser, Militia 
Training Centre; M. S. Mills, Royal Canadian Navy Volun- 
teer Reserve; H. R. Dow, H. S. Glassco, J. R. Hammond, 
S. W. Jamieson, J. F. Knight, J. S. McKeown, A. D. Thomp- 
son, all in the Royal Canadian Air Force. 


CORRESPONDENCE 


John Wood Manufacturing Company, Inc. 
Philadelphia, Pennsylvania, 
September 16, 1940. 
The Editor, 
The Students’ Department. 


Dear Sir: 


May I take this opportunity of commending the excellent spirit 
evidenced in the letter addressed to the students, signed by A. G. 
Rankin as Secretary, and appearing in the September issue of the 
Canadian Chartered Accountant on page 210. 

The final paragraph is especially noteworthy, and as a Canadian 
chartered accountant living in the United States, I welcome any in- 
dication of the rise of a new determination which will help to bring 
about national unity. 

Sincerely yours, 
(Signed) H. J. WESLEY 
Secretary-Treasurer. 
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PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by practising 


members of the several provincial Institutes and represent the personal 


visws and opinions of those members. 


They are designed not as 


models for submission to the examiner but rather as such discussion 
and explanation of the problem as will make its study of benefit to the 
student. Discussion of solutions presented is cordially invited. 


PROBLEM I 


THE PROVINCIAL INSTITUTES OF CHARTERED 


ACCOUNTANTS 


FINAL EXAMINATION, 1939 
ACCOUNTING IV. 
Question 2 


THE M LUMBER COMPANY LIMITED 
Trial Balance as at 31st December 1938 


Dr. 


$ 20,000.00 


Accounts receivable 

Notes and acceptances receivable 

Inventories (3lst December 1938): 
Lumber (4,000,000 ft.) 
Operating supplies 
Merchandise 

Investments 

Sinking fund—Cash and securities 

Timber and timber lands 

Mill and townsite 

Mill plant, buildings and equipment 

Logging equipment 

Railroad 

Furniture and fixtures 

Shares of subsidiary company 

Unexpired insurance 

Prepaid expenses 

Reserve for bad debts 

Reserve for anticipated discounts 

Reserve for depreciation 

Payrolls accrued 

Accounts payable 

Notes and acceptances payable 

Interest accrued 

Taxes accrued 

Reserve for anticipated repairs 

Reserve for shutdown expense 

Mortgage bond 

Share capital 

Surplus at 1st January 1938 

Lumber sales (25,400,000 ft.) 

Wood sales 

Wood sales expenses 

Fuel sales 

Rentals earned 

Dividend received 


45,000.00 
50,000.00 


80,000.00 

2,000.00 
10,000.00 
50,000.00 
75,000.00 


250,000.00 
100,000.00 
150,000.00 
150,000.00 
125,000.00 


5,000.00 
56,000.00 
500.00 
3,500.00 

5,000.00 

2,000.00 

115,000.00 

15,000.00 

65,000.00 

55,500.00 

3,000.00 

11,500.00 

15,000.00 

10,000.00 

300,000.00 

500,000.00 

25,000.00 

762,000.00 

20,000.00 


5,000.00 
2,000.00 
2,000.00 


15,000.00 
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EE I 2 Stone alan 6 sca eek SAR Sd 5,000.00 
PRCOPOMt OM 1OANG; GLC) ..6 ce cc ceccccws 750.00 
NNN eos gas G Sve ais Ss sod ee ees 18,000.00 
REMMURT LOANS DORAL 265 oie 6 5.055d 0 0.660 eae eis 3,000.00 
Cruising survey expemse ................... 750.00 
Provision for income taxes ................ 10,000.00 
Lumber production costs ..............000. 153,100.00 
Depreciation—Buildings, plant and equip- 

RM csc soso sunlia haus 65) Gye cai aitendth weaker 25,000.00 
Depreciation—Office equipment ........... 500.00 
Workmen’s compensation and group insur- 

Eo Ronee ee err ea 10,000.00 
PROUT I a, i hic bdt-namea Sk Semmes ae 3,000.00 
nn SUE UN 6 is 508s, SS ee Sok ela base eS ere 2,000.00 
cere re eee ee eee 2,500.00 
Cost of lumber purchases (4,400,000 ft.) .... 92,400.00 
Shipping and transportation expenses ..... 127,000.00 
EMS: BOG (O00 008 TG) os. oie s ciescecccices 10,350.00 
a a 30,000.00 
General and administration expenses ...... 23,000.00 
Logs purchased (20,000,000 ft.) ........... 210,350.00 
Inventory adjustment—Lumber ............ 20,000.00 

MNES Sah Dis ihre ato onset nie ere nen ale $1,923,350.00 $1,923,350.00 





From the foregoing list of balances prepare Balance Sheet as 
at 31st December 1938 and Profit and Loss Account, bringing out 
averages of sales and costs per thousand feet and indicating quantity 
and percentage of over-run. 

The inventory adjustment debit, $20,000.00 is the difference be- 
tween the value of lumber on hand at 1st January 1938, 5,000,000 ft., 
$100,000.00, and that at 31st December 1938, 4,000,000 ft., $80,000.00. 

Assume that all necessary adjustments and reserves have been 
made. 

The wholly owned subsidiary carries out certain of the parent 
company’s operations and is a convenience only. No consolidation is 
necessary. 

None of the Company’s timber has been cut during the year. It 
is not necessary to consider depreciation of logging assets. 
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THE M LUMBER COMPANY LIMITED 
Profit and Loss Account for the Year Ended 31st December 1938 


Profit on lumber operations (Schedule ‘1”) $137,000.00 
Selling expenses 
General administration expenses including de- 

preciation of office equipment 23,500.00 53,500.00 


Net Operating Profit $ 83,500.00 
Miscellaneous Charges: 
Bad debts $ 5,000.00 
RSGOTORT Oi LORME; CEC. 5 oii ei i6isiais Sadi eis eee es 
Bond interest 
Timber leases rental 
Cruising survey expense 


$27,500.00 
Less Miscellaneous Income: 
Rentals earned $2,000.00 
Dividend received 2,000.00 4,000.00 23,500.00 


Profit before providing for income taxes $60,000.00 
Provision for income taxes 10,000.00 


Net Profit $50,000.00 


Schedule “1” 
THE M LUMBER COMPANY LIMITED 


Lumber Operations for the Year Ended 31st December 1938 


Average 

per 

Amount Quantity M feet 

Lumber sales $762,000.00 25,400 M $30.00 

Cost of lumber shipped (Schedule “2”) 635,000.00 25,400 M 25.00 

Profit on lumber sales $127,000.00 25,400 M $ 5.00 

Proceeds from By-Products: 

Wood sales $20,000.00 
Less—Expenses 15,000.00 


$ 5,000.00 
Fuel sales 5,000.00 10,000.00 


Total Profit from 
lumber operations $137,000.00 25,400 M 
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Schedule “2” 
THE M LUMBER COMPANY LIMITED 


Cost of Lumber Produced and Shipped for the Year Ended 
3lst December 1938 







Average 
per 
Amount Quantity M Feet 







Cost of Logs: 
Re INO 8S oio5 ese svcd ce chee ad $210,350.00 20,000M $10.52 
Deduct—Logs sold ................ 10,350.00 900 M 10.50 


















19,100 M 






RIOR RORRIMOE. io goss Seek $200,000.00 






Logs cut to lumber—Log scale ....$200,000.00 






SUD TER RAED ooisssdieswewalacaws'e ss 


Logs cut to lumber scale .......... 











Cost of Lumber Produced: 









Cost of logs cut to lumber .......... $200,000.00 20,000M $10.00 
PROGMEIOR GOB cic 6oscc sie cccsccass 153,100.00 
Workmen’s compensation and group 
SD ae SG Wik Dials oe ok Chae ae 10,000.00 
OO a eee re 3,000.00 
ee ee ee 2,000.00 
eee 2,500.00 
Depreciation of buildings, plant and 





RINNE 5 oe Senin oss scbikesaeans 











Total cost and quantity of lumber 
DONO: Siaseswusaccusne $395,600.00 












Cost of Lumber Shipped or taken into Stock: 
Cost of lumber produced ............ $395,600.00 20,000M $19.78 
Cost of lumber purchased ........... 92,400.00 4,400 M 20.00 















Total cost of lumber produced and 

EMMINN SS oioa seine ane $488,000.00 24,400M $20.00 
Add — Inventory of lumber on 
hand at Ist January 1938 .. 














100,000.00 






Total production cost of lumber 
shipped or taken into stock $588,000.00 











Distributed as follows: 
Lumber shipped .............. $508,000.00 25,400M $20.00 


Lumber taken into stock ...... 80,000.00 20.00 
$588,000.00 











Cost of Lumber Shipped: 
Production cost of lumber shipped ..$508,000.00  25,400M $20.00 
Shipping and transportation expenses 127,000.00 5.00 













Total cost of lumber shipped ... .$635,000.00 
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PROBLEM II 


THE PROVINCIAL INSTITUTES OF CHARTERED 
ACCOUNTANTS 


FINAL EXAMINATION, 1939 
ACCOUNTING IV. 
Question 5 


B. Strong and R. Weak arranged to amalgamate their businesses 
pro enter into partnership, as wholesale grocers as from list January 
1 Ls 

The Partnership Agreement provided that:— 

(a) Profits and Losses should be shared in the proportion of 
two-thirds (Strong) and one-third (Weak), but the commis- 
sion received from inward consignments should, after deduct- 
ing 5 per cent. for expenses in connection therewith, be shared 
equally. 

(b) The Capital Accounts should remain fixed and should carry 
interest at 5 per cent. per annum. 

The assets brought into the firm were:— 

B. Strong R.Weak 


$ 5,000 
Buildings 15,000 
Furniture and fixtures 1,250 
Automobile 600 
Inventory 2,500 
Accounts receivable 5,650 
Additional capital of $22,500.00 in cash was introduced by B. 
Strong. 
The partners guaranteed their respective accounts receivable. 
Their transactions during the year ended 31st December 1938 
were represented by the following balances: — 
Purchases $527,650 
Salaries and wages 
Travelling expenses 
Sales 
Bad debts (written off)—firm 
Bad debts (written off)—Strong 
Bad debts (written off)—Weak 
Sundry creditors 11,900 
Commission on inward consignments 4,200 
Discounts 
Automobile purchased $1,200.00 less $400.00 allowed 
for automobile formerly belonging to Weak .... 800 
Cash on hand 
Light, heat, telephone 
Insurance (expired 31st December 1938) 
Cost of registering and advertising “Power Brand”— 
trade mark 
General expenses 
Cash at bank 
Due to B. Strong Loan at 5% introduced 1st July 1938 
Repairs 
Partners’ drawing accounts: 


$562,750 
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On 31st December 1938, the accounts receivable had increased by 
the sum of $16,100.00 and the Inventory was valued at $4,250.00. 

The partners agreed that the cost of registering and advertising 
the trade mark “Power Brand” should be spread over a period and 
that, in the accounts for the year ended 31st December 1938, a sum 
of $3,750.00 should be written off. 

Provide $500.00 for depreciation of Automobiles owned at 31st 
December 1938, 2% per annum on Buildings and 10% per annum on 
Furniture and Fixtures. 

Discount on Accounts Receivable is to be reserved for at 1 per cent. 

B. Strong agreed that, as some of the repairs should have been 
attended to before the transfer of the property, one half of the cost 
should be charged to his Drawing Account. 

From the foregoing information you are required to prepare State- 
ment of Profit and Loss for the year ended 31st December 1938, and 
Balance Sheet as at that date. 


SOLUTION 


STRONG & WEAK COMPANY 
Profit and Loss Account for the Year Ended 31st December 1938 























REG ceases reseed auwcs couse eeseeses $562,750.00 
Less— 
Cost of Sales: 
Inventory as at Ist January 1938 ....$ 7,000.00 
PPEMNNE 5cs ae b eke e asec eeaseweee ne 527,650.00 








$534,650.00 





Less— 
Inventory as at 3lst December 1938 .. 







4,250.00 530,400.00 








SOREN Pe EINE RUEE  oo5 oo bw bovine d SSe-neee $ 32,350.00 
Add— 

Miscellaneous Income: 
Commission on inward consignments .... 








4,200.00 













Gross Profit and IMCOMe ..... 2. .... 660 .6cese $ 36,550.00 
Deduct— 
ONES PAIR UNION ic icc cscs ce mee weisieiwiswes $ 6,300.00 
Light, heat and telephone ................. 1,000.00 
NS eee NR ayy cc eae de Ns i5o8 SS%s'o 800.00 
fe ee eee 1,400.00 
Discounts (including reserve therefor) .... 4,434.50 
EEA INNIS isc oss rise Wis Sos wiais Sith ain 4,530.00 
Se Ds me cian toata n's-h a ots s dict pie eteit’s 200.00 
NEE ir ocis awn sec swe cence mins Santee 500.00 
Depreciation— 
SIRENS 005 5.55 cisco ose sve wots ota ace $500.00 
RRREE oa ice Show iy's sce twas 300.00 
Furniture and fixtures .......... 155.00 955.00 










Registration and advertising “Trade Mark” 







—@mount Written Of ........ccscsccoses 3,750.00 
Loss on sale of automobile ................ 200.00 
PRIS I RR i has oe cad ly Gssro re SIS’ A 200.00 24,269.50 






Net Profit before the undernoted items ..... $ 12,280.50 
358 





STUDENTS’ DEPARTMENT 


Deduct— 
Interest on Capital: 
$2,000.00 
1,500.00 3,500.00 
Net Profit for the year ended 3lst December 


1938 appropriated in accordance with agree- 
t $ 8,780.50 


Share of Commission on Inward Consignments: 


B. Strong $1,995.00 
1,995.00 $3,990.00 


Balance 


B. Strong (two thirds) $3,193.67 
R. Weak (one third) 1,596.83 4,790.50 


$8,780.50 


STRONG & WEAK COMPANY 
Balance Sheet as at 3lst December 1938 


ASSETS 
Fixed Assets at cost: 
$ 5,000.00 


Buildings $ 15,000.00 
Furniture and fixtures 1,550.00 
Automobiles 2,200.00 


$ 18,750.00 
Less—<Reserve for Depreciation 955.00 17,795.00 


$ 22,795.00 
Current Assets: 


Inventories on hand $ 4,250.00 
Accounts receivable $ 33,450.00 
Less—Reserve for discounts . 334.50 33,115.50 


Cash at bank and on hand 29,850.00 67,215.50 


Deferred Charges: 
Registration and advertising trade mark 


less amount written off §,250.00 


$ 96,260.50 


Capital Accounts: 


B. Strong $ 40,000.00 


30,000.00 $ 70,000.00 


NOVEMBER, 1940. 





THE CANADIAN CHARTERED ACCOUNTANT 


Loan—B. Strong 8,000.00 
Current Accounts: B. Strong R. Weak 

Interest on capital $2,000.00 $ 1,500.00 

Interest on loan 200.00 -- 

Share of consignment commission 1,995.00 1,995.00 

Share of profit 3,193.67 1,596.83 


$7,388.67 5,091.83 


Less— 
Drawings $3,000.00 $ 2,000.00 
Bad debts 270.00 
Repairs —_— 


$3,850.00 $ 2,270.00 
$3,538.67 $ 2,821.83 6,360.50 


Sundry Creditors 11,900.00 
$ 96,260.50 








